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ITEM 1. BUSINESS

FORWARD-LOOKING STATEMENTS

This Form 10-Kincludes "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of1995, Section 27A of the Securities
Act of1933 and Section 21E ofthe Securities Exchange Act of1934. These statements are based on current expectations, estimates forecasts andprojections about the
industry in which we opetttte, management's beliefs and assumptionsmade by management. Words such as "may," "will," "expect," "intend," "estimate,"
"anticipate," "believe," or "continue" or the negative thereofor variations ofsuch words and similar expressions are intended to identify suchforward-looking
statements. These statements are not guarantees offuture performance and involve risks, uncertainties and assumptions, which are dtjjicult to predict. Therefore, actual
outcomes and results may differ materiallyfrom what is expressed orforecasted in suchforward loohng statements. We disclaim any duty to update or revise any
fonvard-looking statements whether as a result ofnew information, future events or otherwise. See "Safe Harbor Statement Under Private Securities Lingation Reform
Act of1995."

Our Company

We are one of the world's major music content companies. Our company is composed of two businesses: Recorded Music and Music Publishing. We believe we
are the wodd's fourth-largest recorded music company (third-largest in the U.S.) and the world's second-largest music publishing company. We are a global company,
generating over halfof our revenues in more than 50 countries outside of the U.S. We generated revenues of $3502 billion during our fiscal year ended September 30,
2005.

Our Recorded Music business pmduces tevenue through the marketing, sale and licensing of recorded music in various physical (such as CDs, cassettes, LPs and
DVDs) and digital (such as downloads and ringtones) formats. We have one of the world's largest and most diverse recorded music catalogs, including 2B of the top
IOO U.S. best-sefiing albums of aH time—more than any other recorded music company, including The Eagles: Their Greatest Hits 1971-1975 (the best-selling albumof aH time), Led Zeppelin IV and Rumours by Fleetwood Mac. We also lead aH recorded music companies in albums certified as Diamond" by RIAA, which are
those albums that have more than IO milHon net shipped units in the U.S., with approximately 30% of the totaL Our mster of artists spans aH musical genres and
includes Led Zeppelin, The Eagles, Madonna, Green Day, Metafiica and Heetwood Mac. Our more recent album successes include artists such as Rob Thomas, Mike
Jones, James Blunt, My Chemical Romance, Eric Clapton, T.L, Faith Hill, Death Cab for Cutie, Green Day, Disturbed, Paul Wall, and Big gc Rich, Our Recorded
Music business generated revenues of $2.924 bifiion during our fiscal year ended September 30, 2005. The sale of digital content has pmvided additional revenue
stteams for our Recorded Music business. Digital recorded music revenue has grown from essentially nothing at the time of our acquisition in 2004 to $137 million
during our fiscal year ended September 30, 2005, and represented approximately 6% of recorded music revenues for the fourth quarter of fiscal 2005.

Our Music Pubfishing business owns and acquires rights to musical compositions, exploits and markets these compositions and receives royalties or fees fortheir use. We publish music across abmad range of musical styles. We hold rights in over one miHion copyrights from over 65,000 songwriters and composers. Our
library includes titles such as "Summertime" by George and Ira Gershwin and DuBose Heyward, "Happy Birthday to You" by Mildred and Patty Hill, "Night and Day"
by Cole Porter, "Layla" by Eric Clapton and Jim Gordon, 'When a Man Loves a Woman" by Calvin Lewis and Andrew Wright, "Winter Wonderland" by FelixBernard and Dick Smith, "Star Wars Theme" by John Williams, 'The Wind Beneath My Wings" by Jeff Silbar and Larry Henley and "Frosty the Snowman" by SteveNelson and Jack Rofiins as well as more recent popular titles such as "Cry Me A River" performed by Justin Timberlake, "Smooth" by Itaal Shur and Rob Thomas,"Crazy in Love" performed by Beyoncd Knowles and Jay-Z, "Photograph" performed by Nickelback, "Bmn" performed by Usher, "It's Been Awhile" performed byStaind, "Pieces ofMe" performed by Ashlee Simpson, 'Thank You" performed by Dido Armstrong, "American Idiot" perfooned by Green Day, 'The Reason"
performed by
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Hoobastank, "Pon DeReplay" performed by Rihanna, "Gold Digger" performed by Kanye West, "We Belong Together" performed by Mariah Carey and "Outta
Contml" performed by 50 Cent Our Music Publishing business generated revenues of $607 miflion during our fiscal year ended September 30, 2005. The sale ofdigital
content has also pmvided new revenue streams for our Music Publishing business. Digital music publishing revenue has grown fmm essentially nothing at the time of
our acquisition in 2004 to $20 million during our fiscal year ended September 30, 2005, and represented 4% ofmusic publishing revenue for the fourth quarter of fiscal
2005.

Our Business Strengths

WhHe we have recorded net losses on a historical and pro forma basis, primarily due to the decline since 1999 ofrecorded music sales, increased opemting costs,
increased competition, and such items as impairment charges and charges related to our initial common stock offering, we believe the following competitive stxengths
will enable us to continue to generate stable cash flow thmugh our diverse base ofrecorded music and music publishing assets:

IndustryLeading Recording Artists and Songwriters. We have been able to consistently attract, develop and retain successful recording artists and songwriters.
Our talented local artist and repertohe teams are focused on finding and nurturing future successful recording artists and songwriters, as evidenced by our recent
recorded music album and music publishing successes. This has enabled us to develop a large and varied portfolio of recorded music and music publishing assets that
genemte stable and recurring cash flows. We believe these assets demonstmte our historical success in developing talent and will help to attract future talent in order to
enable our continued success.

Stable, Highly Diversifi'edRevenue Base. Our revenue base is derived primarily from relatively stable and recurring sources such as our music publishing
Hbrary, our catalog of recorded music and new releases from our existing base of established artists. In any given year, we befieve that less than 10% of our total
xevenues depend on 'artists without an established track record, with each of these artists typically representing less than 1% of our revenues. We have built a large and
diverse catalog of recordings and compositions that covers a wide breadth ofmusical styles including pop, rock, jazz, country, RgxB, hip-hop, rap, reggae, Latin,
alternative, folk, blues, gospel and other Christian music. We are a significant player in each of our major geogmphic regions.

High Cash Flow Business Model We have a highly variable cost structure, with substantial discretionary spending and minimal capital requirements. In
October 2003, Time Warner's CD and DVD manufacturing, packaging and physical distribution operations were sold to Cinram, resulting in a significant reduction of
our fixed cost base. As part of the sale, we entered into an outsourcing arrangement with Cinram that significantly reduced our exposure to fixed costs and wifi reduce
our futuxe capital expenditure requirements. We spent $30 million in capital expenditures for our fiscal year ended September 30, 2005, $18 million for our ten-month
fiscal year ended September 30, 2004 and $51 saiflion for our twelve-month fiscal year ended November 30, 2003. We continuously seek sensible opportunities to
convert fixed costs to variable costs. Finally, in addition to our variable cost base and relatively low capital requirements, we have contractual flexibility with regard to
the timing and amounts of advances paid to existing recording artists and songwriters as weil as discretion regarding future investment in new artists and songwriters,which further allows us to respond to changing industry conditions.

Well Positioned For Gmwxh ln Digital Distribution and Emerging Technologies. Thmugh the first three quarters of calendar 2005, our shaxes ofdigital
xecorded music track and album sales in the U.S. as measured by SoundScan were higher than our.overafl recorded music album share in the U.S., which we believereflects the relative strength ofour content and in particular our catalog content, as weH as the success of our recent digital innovation efforts (such as, digital album
bundles). In addition, we are highly focused on several new media initiatives: supporting existing and new online services in the U.S. and abroad, working with

0 legitimate peer-to-peer, or P2P, providers and infiuencing the evolution ofnew mobile phone services and formats (we have, for example, an agreement between ourrecorded music and.music publishing division for mtes on mastextones, ringback tones and other new wireless formats). We have been a leader in mobile music and theuse ofwireless
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technology. We work closely with cellular caniers and device manufacturers to develop mobile music content, including ringtones, ringback tones, artist- branded
games, music videos and celebrity non-music personalization products formobfle channels. In the U.S., we have led the music industry with a series of
accomplishments in the wireless industry, including being the first major music company to offer a mobile music streaming service and the first major music company
to offer fuH music video downloads thmugh a wheless carrier.

Proven anrf CommittedManagement Team. We are led by an experienced senior management team with an average ofapproximately 20 years of entertainment
industry experience. Edgar Bronflnan, Jr., our Chairman of the Board and Chief Executive Officer, has extensive and directly relevant experience in the music industry.
In 1998, Mr. Broufman, while President and CEO of Seagram, oversaw the merger ofUniversal and PolyGram and successfully managed the combined business, the
world's largest recorded music company. In addition, Lyor Cohen, who is our Chairman and CEO of U.S. Recorded Music operations, has nearly two decades of
experience in the music industry and has previously worked with Mr. Bmnfman in his former role as the Chairman and CEO of Universal's Island Def Jam Music
Group. Paul-Rend Albeitini, the Chairman and CEO of Warner Music International, is also a music industry veteran with over 20 years of experience. In May of 2005,
we hired Richard Blackstone as the Chairman aud CEO ofour Music Publishing business, Warner/Chappefl Music. Mr. Blackstone, who was previously the President
and ChiefExecutive Officer ofZomba Music Publishing, has 15 years ofexperience in the music pubHshing business. Our senior management team is very committed
to our success. For example, Music Capital Partners, LP., an investment vehicle controlled by Edgar Bionfman, Jr., owned approximately 9.6% of our equity as of
September 30, 2005. The rest of our senior management team owns a meaningful share of our equity through service and performance-based equity plans.

Strong Equity Sponsorship. Thomas H. Lee Partners LP. and its affiliates (THL), Bain Capital, LLC and its affiliates (Bain Capital), and Providence Equity
Partners, Inc. and its affiliates (Pmvidence Equity) are each leading private equity firms viith extensive experience in managing investments in entertainment and media
assets and a long history ofworking successfully together. These equity sponsors currently manage entertainment and media companies including Houghton Mifflin
Company, PioSiebenSAT.1 Media, American Media and Mountain States Cable. The addition of Edgar Bmnfman, Jr., through Music Capital Partners LP. (Music
Capital, and together with THI„Bain Capital and Providence Equity, the Investor Group), brings substantial and directly relevant management experience in the music
industry.

Onr Strategy

We intend to increase revenues and cash flow through the following business strategies:

Altract, Develop arafRetain Established and Emerging Recording Artists and Songwriters. A critical element of our strategy is to firid, develop and retain
recording artists and songwriters who achieve long-term success. Our local artist and repertoire ("A&R") teams seek to sign talented recording artists with strong
potential, whose new releases will generate a meaningful level of sales and increase the enduring value ofour catalog by continuing to generate sales on an ongoing
basis, with little additional marketing expenditure. We also work to identify pmmising songwriters who will write musical compositions that will augment the lasting
value and stabiTity ofour music publishing library. We believe our relative size, the strength of our management team, our ability to respond to industry and consumer
trends and challenges, our diverse array ofgenres, our large catalog ofhit releases and our valuable music publishing library will help us continue to successfully build
our roster ofartists and songwriters. We are constantly looking for new, innovative ways to develop and execute our A&R strategy. For example, in the U.S., we have
designed an incubator system, which leverages our stmng independent distribution network to identify major acts of the future at a lower cost. At its essence, the
incubator system is innovative A&R spending. In addition, we have recently launched Cordless Recordings, an "e-label" that gives its artists the ability to come to
market with one or several songs in the digital world without the need to create an entire album. This is another example of ways we are expanding ourA&R strategy to
adapt to and take advantage of the changing marketplace to find and develop new recording artists and songwriters.

Manmize the Value ofour MrrsieAssets. Our relationships with our recording artists and songwriters, our recorded music catalog and our music pubHshing
library are our most valuable assets. We intend to continue to
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exploit the value of these assets through a variety ofdistribution channels to generate significant cash flow from our music content. We believe that the abiTity to
monetize our music content should increase over time as new distribution channels and new formats increase.

~ Our Recorded Music business focuses on marketing our artists and catalog in new ways to retain existing fans ofestablished artists and to generate new
demand for our pmven hits. For example, in 2005, we released a number of successful repuiposed catalog compflations, including Ray Charles— The Ray
Soundtrack, Vol 2, Cmsby, StiHs & Nash —Greatest Hits, and Michael McDonald —Ultimate Collection . We also released successful video content such
as George Harrison—The Concertfor Bangladesh . The gmwing number of legitimate digital distribution outlets allows us to generate incremental catalog
sales. From the launch of Apple's iTunes Music Store in the United States in April 2003 thmugh October 2, 2005, catalog sales have represented 54% of our
top 200 digital track sales sold on iTunes versus 41% of our physical album sales over the same period.

~ Our Music Publishing business seeks to capitalize on the gmwing demand for the use ofmusical compositions in media pmducts such as videogames,
commercials, other musical works (such as authorized sampling), films, DVDs, mobile phone ringtones and Internet and wireless streaming and downloads
by marketing and promoting our libraries to pmducers of these media in new and innovative ways.

We will seek to exploit the potential of previously unmonetized content in new pmducts and channels fmm ringtones to full track video and song downloads on
mobile phones. For example, we have over 20 years ofmusic videos that we have yet to fully monetize as well as unexploited album art, lyrics, and 8-side tracks that
that have never been physically released. We are seeking opportunities to cieate premium-priced album bundles by combining our existing assets with new assets that
we are creating such as bonus tracks, music videos and "behind the scenes" footage.

We intend to enhance the value ofour assets by continuing to attmct and develop new artists and songwriters with staying power and maiket potential.
Additionally, we intend to continually evaluate our artist and songwriter roster to ensure we remain focused on developing the most promising and pmfitable talent. We
will also continue to work with our partners to explore creative appmaches and constantly experiment with new deal structures and products to take advantage of new
distribution channels.

Focus on Continued Management ofOur Cost Slructure. We will continue to maintain a disciplined approach to cost management in our business and to
pursue additional cost savings. We will also continue to monitor industry conditions to ensure that our business remains aligned with industry trends. For example,
subsequent to the acquisition of our company by the Investor Group in 2004, we implemented a broad restructuring plan in order to realign our cost structure with the
changing economics of the music industry. The restructuring plan included the consolidation of select business divisions of our EIektra and Atlantic labels, including
the legal and business affairs, finance and label sales units, rationalization of our global network, pruning of appmximately 30% of our artist roster and an
approximately 20% reduction in our global workforce. We completed substantially afl of these restructuring efforts in fiscal 2005. In connection with the restructuring
plan, we implemented appmximately $250 million of annualized cost savings.

Invest in Accordance with an ImprovedAssetAllocation Strategy andMore Ejpcienlly Allocate CapitaL We seek to invest in Hnes of business, geographic
locations and individual pmjects where we believe we can optimize our return on capital. We will also consider the strategic importance ofalternative investments in
addition to their financial metrics. We believe that as a result of our management processes, analytic techniques and investment discipline, we are well positioned to
efficiently deploy our capital. For example, we will continue to seek better returns through a more efficient allocation of our resources by, among other initiatives
(I) allocating capital to a smaller number of acts to increase A&R spend per act, (2) reducing our operations in unpmfitable geographies and (3) developing initiatives
such as our incubator stmtegy and our new e-label, Cordless Recordings, to identify artists earHer in their careers, allowing us to broaden the scope of our investments
in new artists without significant upfront capital.
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Develop and Optimize Our PhysicalDistribution Channel Strategies. We will continue to develop innovative programs with our physical distribution partners
to achieve greater sales volume. The physical distribution channels for records are evolving as new outlets develop, the mix of channels and retailers change, new
formats for our content are created and pricing models multiply to meet a wide range ofneeds. Our Recorded Music business will continue to cooperate with its
physical distribution channel partners in order to implement forward-looking strategies for our mutual benefit. We will also invest to meet the needs of our channel
partners to create more eflicient collaboration, such as direct-to-retail distribution stmtegies and vendor managed inventory.

Capitalize on Digital Distribution and Emerging Technologies. Digital formats should continue to represent new avenues for the distribution and exploitation
ofour recorded music and music publishing assets. We believe that the development of legitimate Internet and wireless channels for the purchase of music holds
significant pmmise and opportunity for the industry. In particular, new and emerging third-party digital distribution outlets are not only reasonably priced, but also offer
a superior customer experience relative to illegal alternatives, as they are easy to use, offer uncorrupted song files and integrate seamlessly with increasmgly popular
portable music players such as the Apple iPod and its recently released iPod Nano and video versions, the Dell DJ Digital Jukebox and the Creative Nomad, In addition,
we believe digital distribution wiH stimulate incremental catalog sales given the abiTity to offer enhanced presentation and searchabiTity ofour catalog. As networks and
phone handsets become more sophisticated, our music is increasingly becoming available on mobile phone platforms thmugh wireless service pmviders via ringtones,
ringback tones, fuII track downloads and music video downloads. We believe the wireless business offers a more secure envimnment than does the Internet and thereby
reduces our exposure to piracy.

Contain Digital Piracy. Containing piracy is a major focus of the music industry and we, along with the rest of the industry, are taking multiple measures
thmugh technological innovation, litigation, education and the pmmotion of legislation to combat piracy. We will continue to take a leadership role in the music
industry's war against pimcy, as we did by championing the industry-wide development of the new DualDisc (CD/DVD) physical format, partnering with Apple on its
security model for its Macintosh and PC launches of iTunes, and encouraging Microsoft to retool its digital rights management digital media copyright pmtection
technology and include playlist bum limits. In addition, we continue to support the aggressive measmes taken by RIAA, IFPI and NMPA, including civil lawsuits,
education pmgrams, political lobbying for tougher restrictions on use and international efforts to preserve music copyrights. We believe new technologies geared
towards degrading the illegal file-sharing process and tracking the source ofpirated music and offer a means to reduce piracy. Furthermore, recent legal actions by our
industry, both in and outside the U.S., have been designed to educate consumers that stealing music is against the law and deter illegal downloads. A number of recent
decisions, including the U,S. Supreme Court decision in Gmkster and the Federal Court of Australia's ruling in a case involving KaZaA have held that P2P networks
can be held liable if they induce users to violate copyright laws. The industry has also been working with educational institutions to implement contmls to pmhibit
students from illegally downloading copyrighted materiaL We believe that consumer awareness of the illegality ofpiracy has increased as a result of these initiatives.
We believe these actions, in addition to the expansive gmwth of legitimate online music offerings, will help to limit the revenues lost to digital pimcy. See "industry
Overview—Recorded Music—Piracy ".

Company History

Our history dates back to 1929, when Jack Warner, president ofWarner Bms. Pictures, Inc., founded Music Publishers Holding Company ("MPHC") to acquiremusic copyrights as a means ofpmviding inexpensive music for films. MPHC was constructed thmugh the acquisition ofM. Witmark k. Sons, Remick Music Corp.,Harms, Inc. and Advanced Music Corporation. Along with these companies came the beginning of our valuable library ofpubhshing assets, including the works of Cole
Porter, Richanl Rodgers and Lorenz Hart. Collectively, these assets, as well as numemus others were acquired over the last 75 years, including Chappeil tk IntersongMusic Group acquired in 1987.
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Encouraged by the success ofMPHC, Warner Bms. extended its pzesence in the music industry with the founding of WarnerBms. Records in 1958 as a means
of distributing movie soundtmcks and further exploiting actors'ontracts. For over 45 years, Warner Bms. Records has pushed the bounds of the industzy both
creatively and financially with the discovery of artists such as Neil Young, Grateful Dead and the acquisition of Fmnk Sinaua's Reprise Records in 1963. Today,
Warner Bms. Records is home to such artists as Faith Hill, Red Hot ChiTi Peppers, Linkin Park, Josh Gmban and Madonna

Atlantic Records was launched in 1947 by Ahmet Ertegun and Herb Abramson as a small New York-based label focused on jazz and R&B.~ by Ertegun,
Atlantic had early hits by such artists as Ray Charles, John Coltrane and Azetha Franklin, but quickly broadened its reach and found increasing success with artists such
as Bobby Darin, Cmsby, Stills &. Nash, Buffalo Springfield, Sonny and Cher and Led Zeppelin. Elektra Records was founded in 1950 by Jac Holzman as a folk music
labeL With an eye to emerging music, Elektza Records signed such artists as Joni Mitchell, The Eagles, The Doors and Jackson Bmwne. The Atlantic Records Group is
home to Elektra Records, Atlantic Records and Lava Records and boasts a roster ofacclaimed artists such as matchbox twenty, Led Zeppelin, Phil Collins, Jewel, Kid
Rock, T.K, Tmcy Chapman, Metallica, Simple Plan, James Blunt and Lil'im.

Since 1970, we have operated internationally through Warner Music International ("WMI"). WMI is responsible for the sale and marketing of our U.S. artists
~ abmad as well as the acquisition and development of international artists such as The Darkness, Alejandm Sanz, Maul, MC Solaar and Laura Pausini.

In 2002, we acquhed Word Entertainment to expand our presence in the Christian music genre. Word Entertainment boasts a deep mster ofChristian artists,
including Jaci Velasquez and Randy Travis.

Warner Music Gmup was acquired by the Investor Gmup fmm Time Warner Inc. ("Time Warner") in March 2004.

Warner Music Gmup became the only stand-alone music company with publicly traded common stock in the United States in May 2005.

Recorded Music (83%, 81% and 84% of consolidated revenues in fiscal 2005, 2004 and 2003, respectively)

Our recorded music operations consist of the discovery and development ofartists and the related marketing and distribution of recorded music pmduced by
such artists. In addition to the mom traditional methods ofdiscovering and developing artists, we have implemented new initiatives to identify and nurture artists earlier
in the development process and reduce development costs by leveraging our independent distribution network. We refer to these new business models as incubator
initiatives. Asylum and East West are current incubator labels. In addition, we have also entered into strategic ventures with other record labels.

Our recorded music operations also include a catalog division called Rhino Entertainment ('hino"), which was formerly called Warner Strategic Marketing.
Rhino specializes in marketing our music catalog thmugh compilations and reissuances ofpreviously released music and video tides, as well as in the licensing of
tracks to/from third parties for various uses, including film and television soundtracks.

Our principal zecorded music distribution operations include Warner-Elektra-Atlantic Corporation ("WEA Corp."), which primarily distributes our music
pmducts to retailers and wholesale distzibutors in the United States; a 90% interest in Alternative Distribution Alliance ("ADA"), a distribution company which
primarily distributes the pmducts of independent record labels to retailers and wholesale distzibutors; various distribution centers and ventures operated internationally;
and an 80% interest in Word Entertainment, whose distribution opemtions specialize in the distribution of music products in the Christian retail marketplace.

We play an integral mle in virtually all aspects of the music value chain from discovering and developing talent, to producing albums and promoting artists and
their pmduct. After an artist has entered into a contmct
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with one of our mcord labels, a master recording of the artist's music is created. The recording is then replicated for sale to consumers primarily in the CD format, and
now, in digital formats. In the U.S., WBA Corp. and ADA market, seH and deliver product, either directly or thmugh sub-distributors and wholesalers, to thousands of
record stores, mass merchants and other retailers thmughout the country. Our recorded music pmducts are also sold in physical form to Internet physical retailers such
as Amazon.corn and barnesandnoble.corn and in digital form to Internet digital retailers like Apple's iTunes and musicmatch,corn.

In the United States, our recorded music operations are conducted principally thmugh our major xecord labels—Warner Bms. Records and The Atlantic Records
Group.

In markets outside the U.S., our recorded music activities are conducted through WMI and its various subsidiaries, afHHates and non-affiliated licensees. WMI
pmduces revenues in more than 50 countries outside the U.S. and engages in the same activities as our U.S. labels: discovering and signing artists and distributing,
marketing and selling their recorded musie. In most cases, WMI also markets and distributes the records of those artists for whom our domestic record labels have
international rights. In certain countries, WMI licenses to unaf6liated third-party record labels the right to distribute its xecords.

Artists and Repertoire f"A&R")

We have a decades-long history of identifying and contracting with recording artists who become commercially successful. Our ability to select artists who are
likely to be successful is a key element of our Recorded Music business strategy. Our abiTity to select artists spans aH music genres and aH major geographies and
includes artists who achieve national, regional and international success. We believe that this success is directly attributable to our experienced global team ofA&R
executives, to the longstanding xeputation and xelationships that we have nurtured in the artistic community and to our effective management of this vital business
function.

In the U.S., our major record labels identify potentially successful recording artists, sign them to recording agreements, collaborate with them to develop
xecordings of their work and market and sell these finished recordings to retail stores and legitimate online channels. Our labels scout and sign talent acmss aH major
music genres, including pop, rock, jazz, country, R&B, hip-hop, rap, reggae, Latin, alternative, folk, blues, gospel and other Christian music. WMI markets and sells
U.S. and local xepertoire fmm its own network of affiliates and numerous licensees in more than 50 countries, With a mster of local axtists performing in 25 languages,
WMI has an ongoing commitment to developing local talent aimed at achieving national, regional, or international success.

We continue to realize signi6cant success in the acquisition of new artists and the development ofnew content, In 2005, we have aheady upstreamed five urban
and three mck artists to our major labels thmugh our incubator initiative, four ofwhom have debuted in the top 10 in Billboard"s Top 200 chart (Mike Jones, paul Wall,
Webbie and Bun-B). We have also had a number of artists with releases in 200S that debuted at the 41 spot in the BiHboard Top 200 Chart including Staind, Disturbed
and Faith HiH. Other artists that have seen success in 2005 include Green Day, Linkin Park, Michel Buble, Simple Plan, Rob Thomas, Big & Rich, and Shinedown. We
also released top-seHing albums fmm other new artists such as James Blunt, The Click Five and My Chemical Romance„and the major-label debuts of artists including
Death Cab for Cutie, Rilo Kiley and Cowboy Troy in 2005,

A significant number of our recording artists have continued to appeal to audiences long after we cease to release their new xecordings. Our catalog includes the
U.S. best-seHing album of aH time, The Eagles." Their Greatest ENs 1971-1975, which has sold 28 miHion units to date. We have an efficient process fox generating
continued sales across our catalog xeleases, as evidenced by the fact that catalog albums generate approximately 40% of our mcorded music sales. Relative to our new
xeleases, we spend comparatively small amounts on marketing for catalog sales.
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We maximize the value of our catalog of recorded music through our Rhino business unit and thmugh activities ofeach ofour record labels. We use our catalog
as a source ofmaterial for re-releases, compilations, box sets and special package releases, which pmvide consumers with incremental exposure to famiTiar songs and
artists. Recent examples include packages such as " No Thanks!—The 70's Punk Rebellion," greatest hits coHections from artists such as The Eagles, Crosby, Stills &
Nash, loni Mitchell, Sugar Ray, Rickie Lee Jones, Bmndy and Emmylou Harris, box sets by Ray Charles, ZZ Top, Talking Heads, Jerry Garcia, The Faces, Black
Sabbath and The Grateful Dead, and DVDs ofLive Aid, Led Zeppelin's "Kow the West Was Hron", Ray Charles' 0—Genioz Ray Charles Live in Brazil, 1963 ", the
George Harrison tribute, " The Concertfor George ", The Ramones documentary, "End ofthe Century: The Story ofThe Romanes " and The Eagles "Farewell 1
Tour—Live From Melbourne" and the multi-artistbox set of 80's songs, "Left of the Dial: Dispatchesfrom the 80's Underground ".

Representative Worldwide Recorded Music Artists

Avenged Sevenfold
Big &.Rich
Bjork
James Blunt
Boyz N Da Hood
Michefie Bmnch
Michael Bubld
Ryan Cabrem
Tracy Chapman
Cher
Eric Clapton
Phil Collins
'Ihe Cons

Cowboy Tmy
Damien Rice
The Darkness
Craig David
Death Cab for Cutie
Diddy
Disturbed
The Eagles
Enya
Fabolous
Faith Hill
Fleetwood Mac
Goo Goo Dolls

Green Day
David Gray
Mike Jones
Josh Groban
Jet
Jewel
Kid Rock
Led Zeppelin
Linkin Park
Madonna
Mand
matchbox twenty
MC Solaar

Metafiica
Luis Miguel
Missy EHiott
Alanis Morissette
My Chemical Romance
Muse
Notorious B.LG.
Laura Pausini
P.O.D.
Red Hot Chili Peppers
R.E.M.
Rilo Kiley
Alejandm Sanz

Seal
Sean Paul
Shinedown
Simple Plan
Staind
Sugar Ray
Rob Thomas
T.L
Twista
Uncle Kracker 'aulWall
Westernhagen
Neil Young

Artists'ontracts

Our artists'ontracts define the commercial relationship between our recording artists and our record labels. We negotiate recording agreements with artists that
define our right to use the artists'opyrighted recordings in sales and licenses of our recorded music products worldwide. In accordance with the terms of the contract,
the artists receive royalties based on sales and other forms ofexploitation of the artists'ecorded works. We customaxily pmvide up-fmnt payments to artists called
advances, which are recoupable by us fmm future royalties otherwise payable to artists. We also typically pay costs associated with the recording and pmduction of
albums, which are treated in certain countries as advances nxoupable from future royalties. Our typical contract for a new artist covers a single initial album and
pmvides us a series ofexclusive options to acquire subsequent albums fmm the artist. Royalty rates are often increased for optional albums. Many of our contracts
contain a commitment from the record label to fund video pmduction costs, at least a portion ofwhich is generally an advance recoupable from future myalties.

Our established artists'ontracts generally pmvide for greater advances and higher myalty rates. TypicaHy, established artists'ontracts entitle us to fewer
albums, and, of those, fewer are optional albums. In contmst to new artists'ontracts, which typicaHy give us ownership in the artist's work for the fuH term of
copyright, some established artists'ontracts provide us with an exclusive license for some fixed period of time. It is not unusual for us to renegotiate contract terms
with a successful artist during a term ofan existing agreement, sometimes in return for an increase in the number of albums that the artist is required to deliver.

We are also experimenting with other forms of business models with artists to adapt to changing industry conditions. For example, Cordless Recordings, our
digital-only e-label will pioneer a new business model allowing for regular release of song "clusters". The label will allow artists to retain masters of their work and
copyright ownership in certain cases. Our incubator labels, Asylum and East West, also enter into deals designed to provide a variety of services to labels and artists,
such as marketing, distribution and sales services.
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Marketing and Promotion

WEA Corp. and ADA market and seII our recorded music product in the U.S. Our approach to marketing and pmmoting our artists 'and their recordings is
'omprehensive. Our goal is to maximize the likelihood of success for new releases as well as stimulate the success ofprevious releases. We seek to maximize the value
of each artist and release, and to help our artists develop an image that maximizes appeal to consumers.

We work to mise the profile of our artists, through an integrated marketing appmach that covers alI aspects of their interactions with music consumers. These
activities include helping the artist develop creatively in each release, strategically scheduling album releases and selecting singles for release, creating concepts for
videos that are complementary to the artists'ork, and coordinating promotion of albums to radio and television outlets. We are also experimenting with ways to
promote our artists through digital channels with such initiatives as experimenting with windowing of content and creating,product bundles by combining our existing
assets with new assets that are created simultaneously with the album (such as bonus tracks, music videos and "behind the scenes" footage). Thmugh digital distribution
channels we have greater marketing flexibiTity that can be more cost effective. For example, dhect marketing is possible through access to consumers via websites and
pre-release activity can be customized When possible, we seek to add an additional personal component to our promotional efforts by facilitating television and radio
covemge or live appearances for our key artists. Our corporate aud label websites pmvide additional marketing venues for our artists.

In

fiuther

preparatio for and subsequent to the release of an album, we coordinate and execute a marketing plan that addresses specific retail stmtegies to
promote the album. Aspects of these promotions include in-store appearances, advertising, displays and placement in album listening stations. These activities are
overseen by our marketing staff to ensure that maximum visibiTity is achieved for the artist and the release.

Our approach to the marketing and pmmotion of recorded music is carefully coordinated to create the greatest sales momentum, while maintaining strict fiscal
discipline. We have significant experience in our marketing and promotion departments, which we believe allows us to achieve an optimal balance between our
marketing expenditure and the eveiitual sales ofour artists'ecordings. We use a budget-based approach to plan marketing and promotions, and we monitor all
expenditures related to each release to ensure compliance with the agreed-upon budget. These planning pmcesses are informed by updated reports on an artists'etail
sales and radio play, so that a pmmotion plan can be quickly refined in the event of a commercial success or failure.

While marketing efforts extend to our catalog albums, most of the expenditure is directed toward new releases. Rhino specializes in marketing our catalog
through compilations and reissues ofpreviously released music and video titles, licensing tracks to third parties for various uses and coordinating film and television
soundtmck opportunities with third-party film and television producers and studios.

Manufacturing. Packaging and Physical Distribution

On October 24, 2003, Time Warner sold its CD and DVD manufacturing, packaging and physical distiibution operations ('TW Manufacturing") to Cinram for
approximately $1.1 billion in cash consideration. The tmnsaction included the sale of the following businesses: WEA Manufacturing Inc., Warner Music Manufacturing
Europe GmbH, Ivy Hill Corporation, Giant Merchandising and the physical distribution operations of WEA Corp. The sales and marketing operations ofWEA Corp.
remain apart ofour business.

At the time of the sale of TW Manufacturing to Cinram, we entered into manufacturing, packaging and physical distribution arrangements with Cinram for our
CDs and DVDs in the U.S. and Europe. We believe that the terms of the Cinram agreements refiect market rates and are more favorable than our previous
arrangements.
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Sales

Most ofour sales represent purchases by a wholesale or retail distributor. Our xetum policies are in accordance with wholesale and retailer requirements,
applicable laws and regulations, tenitory- and customer-specific negotiations, and industry practice. We attempt to minimize the return of unsold product by monitoring
shipments and sell-thmugh data

We generate sales fmm both our roster ofcurrent artists and our catalog of recordings. In addition, we actively repackage and remarket music from our catalog
to form new compilations. Most of our sales are generated through the CD format, although we also sell our music through both historical formats, such as cassettes and
vinyl albums, and newer emerging digital formats and physical formats, including DVD-Audio and DualDisc.

We sell our recorded music pmducts thmugh a variety ofdifferent retail and wholesale outlets including music specialty stores, general entertainment specialty
stoics, supermarkets, mass merchants and discounters, independent retailers, and other traditional retailers. Although soine of our retailers are specialized, many of our
customers offer a substantial range ofpmducts other than music. We work with our customers to ensure optimal product placement and pmmotion.

We beHeve that the Internet has become an increasingly important sales channel. Sales thmugh the Internet include sales of traditional physical formats thmugh
both the Internet distribution arms of tmditional retailers such as walmart.corn or hmv.corn and online physical retailers such as Amazon.corn and bamesandnoble.corn.
In addition, there has been a pmliferation of legitimate online sites which sell digital music on a per album or per track basis and several carriers are also intmducing the
capabiTity to download music on mobile devices. We cunently partner with a broad range ofonline digital and mobile pmviders, such as iTunes, MusicNet,
musicmatch, Rhapsody, Sprint, Verizon and Cingular and are actively seeking to develop and gmw this business. In digital formats, costs related directly to physical
products such as manufacturing, distribution, inventory and return costs do not apply. While there are some digital-specific variable costs and infrastructure investments
needed to produce, market, and sell digital pmducts, it is reasonable to expect that we will generally derive a higher contribution margin fmm digital versus physical
sales.

Music Publishing (17%, 20% and 17% ofconsolidated revenues in fiscal 2005,2004 and 2003, respectively)

Where xecorded music is focused on exploiting a particular recording of a song, music publishing is an intellectual property business focused on the exploitation
of the song itself. In return for promoting, placing, marketing aud administering the creative output of a songwriter, or engaging in those activities for other
rightsholders, our Music Publishing business garners a share of the revenues genemted.

Warner/Chappell is our global music publishing company headquartered in Los Angeles with operations in over 50 countries through various subsidiaries,
affiliates and non-affiliated licensees. We own or control rights to more than one million musical compositions, including numemus pop hits, American standaxrls, folk
songs and motion picture and theatrical compositions. Assembled over decades, our award-winning catalog includes over 65,000 songwriters and composers and a
diverse xange ofgenres including pop, mck, jazz, country, R/kB, hip-hop, rap, reggae, Latin, folk, blues, symphonic, soul, Broadway, techno, «itexnative, gospel and
other Chxistian music. Om best-selling songwriter or song owner aud song accounted for less than 2.5% and 1% of our music yublishing revenues for the twelve months
ended September 30, 2005, respectively. Moreover, our music publishing library includes many standard titles that span multiple music genres and has demonstrated the
ability to generate consistent revenues over extended periods of time. For example, over the!ast ten years, our top ten earning songs, which include such titles as
"Happy Bixthday to You" and "Winter Wonderland'" have generally genemted average annual revenues of between $0,5 million and $1,5 million yer song.
Warner/Chappell also administers the music and soundtracks of several thhd-party television and film pmducers and studios, including Lucasfilm, Ltd. aud Hallmark
Entertainment
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WamedChappell also previously owned Warner Bms, Publications ("WBP"), which printed and distributed a bmad selection of sheet music, books and
educational materials, orchestrations, folios, personality books, and arrangements from the catalogs of Warner/Chappell and other music publishers. On May 31, 2005,
we sold our printed sheet music business to Alfred Publishing.

Music Publishing Portfolio

Representative Songwriters

Burt Bacharach
Michelle Branch
Andreas Carlsson
Eric Clapton
Bryan-Michael Cox
Sheryl Crow
Dr. Dre
Dido
Fat Joe

George and Ira Gershwin
Green Day
Don Henley
Michael Jackson
Led Zeppelin
Madonna
Nickelback
Pantera
Cole Porter

Radiohead
The Ramones
Alejandro Sanz
John Shanks
Staind
Timbaland
Van Morrison
Barry White
John Williams

Representative Songs

1950s nnd Prior

Summertime

. Happy Birthday to You
Night and Day
The Lady is a Tramp
Too Marvelous for Words
Dancing in the Dark
Winter Wonderland
Ain't She Sweet
Frosty the Snowman
When I Fall In Love
Misty
The Party's Over
On the Street Where You Live
Blueberry Hill

People
I Only Want to be With You
When a Man Loves a Woman
I Got a Woman
People Get Ready
Love is Blue
Hey Big Spender
For What It's Worth
Sunny
The Look of Love

Behind Closed Doors
Ain*t No Stopping Us Now
For the Love of Money
A Horse With No Name
Moondance
Peaceful Easy Feeling
Layla
Staying Alive
Star Wars Theme

1980s 1990s 2000 nnd Aner

Eye of the Tiger
Slow Hand
The Wind Beneath My Wings
Endless Love

Morning Train
What You Need
Beat It
Jump
We Are the World

Unbelievable
Creep
Macarena
Sunny Came Home
Amazed
This Kiss
Believe
Smooth
Livin'a Vida Loca
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It's Been Awhile
Photograph
Complicated
You Got It Bad
Crazy in Love
Cry Me a River
White Flag
Dilemma
Work It
Miss You
Burn
American Idiot
The Reason
Save a Horse (Ride a Cowboy)
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Our Music Publishing revenues are derived fmm four main sources:

~ Mechanical: the Hcensor receives myalties with respect to compositions embodied in xecordings sold in any format or configuration, including singles,
albums, CDs, digital downloads and mobile phone ringtones.

~ Performance: the licensor receives myalties when the composition is performed publicly (e.g., broadcast radio and television, movie theater, concert,
nightclub or Internet and wireless streaming).

~ Synchronizationt the licensor receives myalties or fees for the right to use the composition in combination with visual images (e.g., in films, television
commercials and programs and videogames).

~ Other: the licensor xeceives myalties fmm other uses such as stage productions and printed sheet music.

 'usic Publishing Royalties

Warner/ChappeH, as a copyright owner or administrator ofcopyrighted musical compositions, is entitled to receive royalties for the exploitation of those xnusical
compositions as identified below. Often, a copyright owner will transfer "administration rights" to a third party. Administmtion rights axe the rights to license uses of
the composition and coHect monies derived therefmm.

Music publishers generaHy receive myalties pursuant to synchmnization, mechanical, pubHc performance and other licenses. Thmughout the world, each
synchronization license is subject to negotiation with a pmspective Hcensee. By contract, music publishers pay a contractually requited percentage of synchronization
income to the songwriter(s) (or their heirs) and to any co-publishers. In the U.S„music publishers collect and administer mechanical myalties, and statutory ceiHngs are
established by the U.S. Copyright Act of 1976, as amended, for the myalty rates applicable to musical compositions for sales of recordings embodying those musical
compositions. In the U.S„public performance myalties are typically administered and coHected by performing rights organizations and in most countries outside the
U,S., coHection„administration and aHocation ofboth mechanical and performance income are undertaken and regulated by governmental or quasi-governmental
authoxities. See "Industry Overview—Music Publishing" .

Warner/ChappeH acquires copyrights (or portions of copyrights) and administration rights from songwriters or other thixd-party holders of rights in
compositions. TypicaHy, in either case, the grantor ofrights retains a right to receive a percentage of revenues collected by Warner/ChappeH, As an owner and/or
administrator ofcompositions, we pxomote the use of those compositions by others. For example, we encourage recording artists to record and include our songs on
their albums, offer opportunities to include our compositions in filmed entertainment, advextisements and wireless media, and advocate the use ofour compositions in
live stage pmductions. Examples ofmusic uses that generate publishing revenues include:

Mechanical: sale of recorded music in various formats

~ Physical recordings (e.g., CDs, cassettes, DVDs, video cassettes)

Internet and wheless downloads

~ Mobile phone ringtones

Performance: performance of the song to the general public

~ Bmadcast ofmusic on television, radio, cable, satellite

~ Live performance at a concert or other venue (e.g., arena concerts, nightclubs)

~ Bmadcast ofmusic at sporting events, restaurants or bars

~ Internet and wireless streaming

~ Performance of music in staged theatrical pmductions
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Synchmnization: use of the song in combination with visual images

~ In films or television programs

~ In television commercials

~ In vtdeogames

Other.

~ Use in toys or novelty items

~ Sales of sheet music used by orchestras or individuals (prior to our sale of the pnnted sheet music business in May 2005)

Composers'nd Lyricists'ontracts

Warner/ChappeH deiives its rights thmugh contracts with composers and lyricists (songwriters) or their heirs, and with third-party music publishers. In some
instances, those contracts grant either 100% or some lesser percentage of ownership in musical compositions and administration rights. In other instances, those
contracts only convey to Warner/Chappell rights to administer and exploit musical compositions for a period of time without retaining an ownership interest. Our
contracts grant us exclusive exploitation rights in the territories concerned (excepting any existing arrangements). Many ofour contracts grant us rights on a
worldwide basis. Contracts cover the entire work pmduct of the writer or composer for the duration of the contract. As a result, Warner/Chappell typically possesses the
administration rights for every musical composition created by the writer or composer during the duration of the contract.

While the duration of the contract may vary, many of our contracts grant us ownership and/or administration rights for the duration of copyright. U.S. copyrightlaw permits authors or their estates to terminate an assignment or license of copyright (for the U.S. only) after a set period of time. In addition, in the U.K, rights
transferred by an author of certain works created before June 1, 1957 automatically revert to their author's heirs 25 years after the author's death.

Marketing and Promotion

We actively seek, develop and maintain relationships with songwriters.

We actively market our copyrights to end users such as recorded music companies (including our Recorded Music business), filmed entertainment, television
and other media companies, advertising and media agencies, event planners and organizers, computer and video game companies and other multimedia producers. Wealso market our musical compositions for use in live stage productions and merchandising. In addition, we actively seek new and emerging outlets for the exploitationof songs such as ringtones for cellular phones, new wireless and online uses, digital sheet music and Internet webcasting.

We continually add new musical compositions to our catalog, and seek to acquire rights in songs that will generate substantial revenue over long periods of time.

Digital Sales

We have integrated the sale of digital content into all aspects ofour Recorded Music and Music Publishing businesses including A/kR, marketing, promotionand distribution. Our new media executives work closely with the A&R departments of our labels to make sure that while a record is being made, digital assets are alsocreated with all ofour distribution channels in mind. We also work side-by-side with our wireless and online partners to test new concepts. We believe existing digitalbusinesses will be a significant source ofgrowth for the next several years and will provide new opportunities to monetize our assets and create new revenue streams.As a
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music content company, we have assets that go beyond our music catalog and copyrights, such as our music video library, that we now have the opportunity to monetize
thmugh digital channels. In addition, we can digitally exploit album axt, lyrics and B-side tracks that have never been physically released. For example, we have an
agreement with MTV Networks for the use ofour music videos in original mobile content and programming. In general, digital music content is sold thmugh two
primary channels: online and mobile. The pmpoxtion of revenues attributed to each distribution channel varies by region, with digital downloads making up the majority
of revenues in the U.S. and mobile music cuixently representing the majority of digital revenues outside of the U.S, especially in Europe and Asia. However,digital'usic

is in the early stages of growth and we expect these proportions to change as the mll-out of new technologies continues. As an owner of musical content, we
believe we are well positioned to take advantage ofgmwth in digital distribution and emerging technologies to maximize the value of our assets.

Downloads/Subscription Services

Digital sales ofour music content consist primarily ofmusic originally accessed over the Internet or wirelessly through digital download or subscription models,
which can then be transferred to a poxtable music player. We enterinto agreements with numerous partners, such as iTunes, MusicNet, musicmatch, Rhapsody, Yahool
and MSN to provide our content for sale thmugh their music service offerings.. Our agreements genemlly last one to two years. We believe that the short-term nature of~ our contracts enables us to maintain the flexibility that we need given the infancy of the digital business models. We are also exploring other opportunities to generate
revenues through new uses of our content through these developing distribution channels. For example, we have over 20 years of music videos that we have yet to
significantly monetize as well as unexploited album art, lyric, and B-side tracks that that have never been physically released.

Mobile

Mobile sales of our music content consists primarily of ringtones, ringback tones and mastextones (a ringtone made fmm recording by the original artist). We
expect the range ofpmducts to expand as new technologies continue to be rolled out and to include full track music and full music video downloads, as well as other
new businesses from these emerging distribution platforms. We enter into agreements with mobile carriers such as Sprint, Verizon, and France Telecom to pmvide our
content for sale though their music offerings. Our contracts generally last one to two years.

Competition

In both recorded music and music publishing we compete based on price (to retailers in xecorded music and to vaxious end users in music publishing), on
marketing and pmmotion (including both how we allocate our marketing and pmmotion resources as well as how much we spend on a dollar basis) and on recording
artist and songwriter signings. We believe we currently compete favorably in these areas. However, there is a threat that the change to the competitive landscape caused
by the Universal and Sony BMG duopoly could increase the costs ofartist signings and the costs ofmarketing and pmmoting records to our detriment. See "Industry
Overview—Recorded Music " and "Industry Overview—Music Publishing. "

Our Recorded Music business is also dependent on technological development, including access to, selection and viability of new technologies, and is subject to
potential pressure fmm competitors as a result of their technological developments. In recent years, due to the growth in piracy, we have been forced to compete with
illegal channels such as unauthorized Internet peer-to-peer file-sharing and downloading and industrial duplication, See " Industry Overview—Piracy. "Additionally,
we compete, to a lesser extent, with alternative forms ofentertainment such as motion pictures on home devices (e.g., VHS and DVD) or at the box office and with
videogames for disposable consumer income.
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Intellectual Property

Copyrights

Our business, like that ofother companies involved in music publishing and recorded music, rests on our ability to maintain rights in musical works and
recordings through copyright protection. In the U.S., copyright pmtection for works created as "works made for hire" (e.g„works ofemployees or speciaHy-

. commissioned works) after January I, 1978 lasts for 95 years from first pubhcation or 120 years from creation, whichever expires first. The period of copyright
protection for musical compositions and sound recordings that are not "works made for hire" lasts for the Hfe of the author plus 70 years for works created on or after
January 1, 1978.U.S. works created prior to January I, 1978 generally enjoy a total copyright life of 95 years, subject to compliance with certain statutory provisions
including notice and renewal. In the U.S., sound recordings created prior to February 15, 1972 are not subject to copyright protection but are protected by common law
rights or state statutes, where applicable. Copyright in the European Union has recently been harmonized such that the period of copyright pmtection for musical
compositions in aH Member States lasts for the life of the author plus 70 years. In certain European Union countries, such as the U K., the period of protection for
musical compositions was recently extended from 50 years to 70 years, which has'restored copyright pmtection in certain compositions in which our rights lapsed. In
the European Union, the term ofcopyright for sound recordings lasts for 50 years from the date of release.

We are largely dependent on legislation in each territory to protect our rights against unauthorized reproduction, distribution, public performance or rental. In aH
territories where we operate, our pmducts receive some degree of copyright pmtection, although the period ofprotection varies widely. In a number of developing
countries, the protection ofcopyright remains inadequate. The U.S. enacted the Digital MHennium Copyright Act of 1998, creating a powerful framework for the
protection ofcopyrights covering musical compositions and recordings in the digital world.

The potential growth of new delivery technologies, such as digital broadcastin, the Internet and entertainment-on-demand has focused attention on the need fornew legislation that will adequately protect the rights ofproducers. We actively lobby in favor of industry efforts to increase copyright protection and support the effortsoforganizations such as the World Intellectual Pmperty Organization ("WIPO").

In December 1996, two global copyright treaties, the WIPO Copyright Treaty and the WIPO Performances and Phonograms Treaty, were signed securing thebasic legal framework for the international music industry to trade and invest in online music businesses. The WIPO treaties have been ratified by the requisite numberof countries, including the U.S.

The European Union has implemented these treaties through the European Copyright Directive, which was adopted by the EU in 2001. Legislation
implementing the Directive in each of the member states is underway. The Directive harmonizes copyright laws acmss Europe and extends substantial pmtection for
copyrights online. The European Union has also put forward legislation aimed at assuring cross border coordination of the enforcement of laws related to counterfeit
goods, including musical recordings.

Trademarks

An important part ofour business is our trademarks. Our major trademarks are registered in every country where we believe the protection of these trademarks isimportant for our business. Our major trademarks include Atlantic, Elektra, Sire, Reprise and Warner/Chappelh We use certain trademarks pursuant to royalty-freelicense agreements. The duration of the license relating to the WARNER and WARNER MUSIC marks and a "W" logo is perpetual, The duration of the license relatingto the WARNER BROS. RECORDS mark and WB B'c Shield designs is fifteen years from February 29,2004. Each of the licenses may be terminated under certainlimited chcumstances, which include material breaches of the agreement, certain events of insolvency, and certain change of control events ifwe were to becomecontroged by a major fihned entertainment company. We actively monitor and protect against activities that might infringe, dilute, or otherwise harm our tmdemarks.
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Joint Ventures

We have entered into joint venture arrangements pursuant to which we or our various subsidiary companies manufacture, distribute and market (in most cases,
domestically and internationally) recordings owned by thejoint ventures. An example of these arrangements is Bad Boy Records, ajoint venture between us and Sean
"Diddy" Combs.

Employees

As of September 30, 2005, we employed approximately 4,000 persons worldwide, including temporary and part-time employees. None of our employees in the
U.S. are subject to collective bargaining agreements, although certain employees in our non-domestic companies are covered by national labor ayeements. We believe
that our relationship with our employees is good.

Environmental Matters

Our wholly and partially owned pick, pack and ship facilities throughout the world, which are not a significant part ofour business, are subject to laws and
regulations and international agreements governing the protection of the environment, natural resources, human health and safety and the use, management and disposal
ofhazardous substances. In particular, our operations are subject to stringent requirements for packaging content and recycling, air and water emissions, and waste
management. We believe that we comply substantially with all applicable environmental requirements. Although the costs ofmaintaining such compliance have not
materially affected us to date, we cannot predict the costs of complying with requirements that may be imposed in the future. In connection with some of our existing
facilities, we also have been, and may become again, iesponsible for the costs of investigating or cleaning up contaminated properties. Such costs or related third-party
personal injury or pmperty damage claims could have a material adverse affect on our business, results of operations or Qnancial condition.

Financial Information About Segments and Foreign and Domestic Operations

Financial and other information by segment and relating to foreign and domestic operations for each of the last three fiscal years is set forth in Note 23 to the
Consolidated and Combined Audited Financial Statements.

INDUSTRY OVERVIEW

Recoi"ded Music

Recorded music is one of the primary mediums of entertainment for consumers worldwide and in calendar 2004, generated $33.6 billion in retail sales,

Recorded music companies play an integral role in virtually ail aspects of the music value chain, Irom discovering and developing talent to pmducing albums
and promoting artists and their pmduct. Revenues are genemted through the marketing, sale and licensing of recordings in various physical and digital formats.

The major recorded music companies have built significant recorded music catalogs, which are long-lived assets that are exploited year after year. The sale of
catalog material is typically more profitable than that ofnew releases, given lower development costs and more limited marketing costs. In first three quarters of . calendar 2005, 38% of all U.S. physical unit sales were from recordings more than 18-months old„and 25% were from recordings more than three years old.
Distribution has been largely stable for the past eight years.

The recorded music industry is highly competitive based on consumer preferences, and is rapidly changing. At its core, the recorded music business relies on the
exploitation ofartistic talent As such, competitive stmngth is predicated upon the ability to continually develop and market new artists whose work gains commercial
acceptance. In 2004, the four largest players were Universal, Sony BMG, BMI and WMG, which accounted for approximately 72% of worldwide recorded music salesin 2004. There are many mid-sized and smaller players in
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the industry that accounted for the remaining 28%, including independent music companies. Universal was the market leader with a 26% global market share in 2004,
followed by Sony BMG with a 22% share. EMI and WMG held a 13% and 11% share ofglobal music sales in 2004, respectively. While market shares change
moderately year-to-year, none of these players have gained or lost mote than 3 percentage points of share in the last 5 years thmugh 2004 (tahng into account combined
shares of Sony and BMG for years prior to the formation of Sony BMG in 2004).

The top five territories (U.S., Japan, U.K., Germany and France) accounted for 73% of the recorded music market in 2004. The U.S., which is the most
significant exporter ofmusic, is also the largest end-market, constituting 36% of total 2004 iecorded music sales. In addition the U.S. and Japan are largely local music
markets, with 93% and 72% of their 2004 sales consisting of domestic repertoire, respectively. In contrast, the U.K, German and French markets are made up ofa
higherpercentage of international sales, with domestic repertoire constituting only 51%, 49% and 63% of these markets, respectively.

There has been a major shift in distribution of recorded music fmm specialty shops towards mass-market and online retailers. Record stores'hare of U.S.
physical music sales has declined from 53% in 1994 to 33% in 2004. Over the course of the last decade, mass-market and other stores'hare grew fmm 27% to 54%.
Online digital distribution cunently represents a small portion of overall sales, but is expected to experience significant gmwth. In terms of genre, mck remains the most
popular style ofmusic, representing 24% of2004 U.S. unit sales, although gemes such as rap, hip-hop and Latin music have become increasingly popular.

From 1990 to 1999, the U.S. recorded music industry grew at a compound annual gmwth rate of7.6%, twice the rate of total entertainment spending. Thisgmwth was driven by demand for music, the replacement ofLps and cassettes with CDs, price increases and strong economic gmwth and was largely pamlleled amundthe world. The industry began experiencing negative gmwth mtes in 1999, on a global basis, primarily driven by an increase in digital piracy, Other drivers of thisdecline are the overall recessionary economic envimnment, bankruptcies ofrecord retailers and wholesalers, growing competition for consumer discretionary spendingand retail shelf space, and the maturation of the CD format, which has slowed the historical growth pattern ofresided music sales. Since that time, annual dollar salesofphysical music pmduct in the U.S. are estimated to have declined at a CAGR of4%, although there was a 2.5% year-over-year increase recorded in 2004 (throughNovember 20, 2005 U.S. recorded music sales (excluding sales of digital tracks) are down approximately 7.6% year-over-year, however). Similar declines haveoccurred in international markets, with the extent ofdecfines driven primarily by differing penetration levels ofpiracy-enabling technologies, such as bmadbandInternet access and CD-R technology, and economic conditions.

Notwithstanding these factors, we believe that the music industry could improve based on the recent mobilization of the industry as a whole against piracy andthe development of legitimate online music distribution channels. In addition, continued recovery of the world economy and impmved consumer expenditures can drivegmwth in the recorded music industry.

Piracy

One of the industry's biggest challenges is combating piracy. Music pimcy exists in two primary forms; digital (which includes illegal downloading and CD-Rpiracy) and industrial:

~ Digitalpiracy has grown dramatically in the last five years, enabled by the increasing penetration ofbroadband Internet access and the ubiquity of powerfulmicroprocessors, fast optical drives (particularly with writable media, such as CD-R) and large inexpensive disk storage in personal computers. Thecombination of these technologies has allowed consumers to easily, flawlessly and almost instantaneously make high-quality copies of music using a homecomputer by 'Yipping" or converting musical content fmm CDs into digital files, stored on local disks. These digital files can then be distributed for fieeover the Internet thmugh anonymous peer-to-peer file sharing networks such as
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Limewire, WinMX and KaZaA ("iHegal downloading"). Alternatively, these files can be burned onto multiple CDs for physical distribution ("CD-R
piracy").

~ Industrialpiracy (also called counterfeiting or physical piracy) involves mass-production of illegal CDs and cassettes in factories. This form ofpiracy is
largely concentrated in developing regions, and has existed for more than a decade. The sale of legitimate recorded music in these developing territories is
limited by the dominance ofpirated products, which are sold at substantially lower prices than legitimate products. IFPI states that industrial pirated
physical music products totaled 15 billion units in 2004. IFPI also believes that industrial piracy is most prevalent in Brazil, China, India, Indonesia,
Mexico, Pakistan, Paraguay, Russia, Spain and Ukraine.

In 2003, the industry launched an intensive campaign to limit piracy that focused on four key initiatives:

~ Technological: The technological measures against piracy are geared towards degrading the illegal file-sharing process and tracking providers and
consumers ofpimted music. These measures include spoofing, watermarking, copy protection, the use of automated webcrawlers and access restrictions. In
addition, the industry continues to experiment with new technologies such as DualDisc and DVD-Audio that contain mom robust encryption protection.

Educational: Led by RIAA and IFPI, the industry has launched an aggressive campaign of consumer education designed to spread awareness of the
iHegaHty of various forms ofpiracy through aggressive print and television advertisements. Recent surveys confirm the increased consumer awareness of
the illegality ofpiracy. In January 2003, 33% ofAmericans 10 years ofage and older wem aware that it is illegal to download copyrighted music for free.
By August 2003, that number had risen to 61% and during the latter part of2004, awareness among Americans 13 years of age and older was measured at
68Fo.

Legal: In conjunction with its educational efforts, the industry has also begun to take aggressive legal action against file-sharers and is continuing to fight
industrial pirates. These actions include civil lawsuits in the U.S. and Europe against individual pirates, arrests ofpirates in Japan and raids against file-
sharing services in Australia. U.S. lawsuits have largely targeted individuals who share large quantities of illegal music content. RIAA has announced its
plans to continue these lawsuits in the U.S. IFPI has brought similar actions in Argentina, Austria, Canada, Denmark, Finland, France, Germany, Iceland,
Ireland, Italy, Hong Kong, Netherlands, Singapore, Sweden, Switzerland and the U.K. and it may pursue similar actions in other countries. A number of
recent court decisions, including the U.S. Supreme Court decision in Gmkster and the Federal Court ofAustralia's ruling in a case involving~ have
also held that one who distributes a device, such as P2P software, with the object of promoting its use to infringe copyright can be liable for the resumng
acts of infringement by third parties using the device regardless of the of the lawful uses of the device.

Development ofonline and mobile alternatives: We believe that the development and success of legitimate online music channels will be an important
driver of recorded music sales going forward, as digital sales represent both an incremental revenue stream and a potential inhibitor of piracy. The music
industry has been encouraged by the recent proliferation and early success of legitimate online music distribution options. We beHeve that these legitimate
online distribution channels offer several advantages to illegal peer-to-peer sites, including greater ease ofuse, higher quality and more consistent music
product, faster downloading, hetter search capabilities, and seamless integration with portable digital music players. For example, legitimate online
operations such as Apple's iTunes, MusicNet, musicmatch and Rhapsody have been launched since the beginning of 2003 and offer a variety of models,
including per-track pricing, per-album pricing and monthly subsciiptions. Already, there are more than 300 legal online music sites providing alternatives to
iHegal filwsharing in markets around the world.

These efforts are incmmental to the longstanding push by organizations such as IFPI to curb industrial pimcy amund the world. In addifion to these actions, the
music industry is increasingly coordinating with other similarly impacted industries (such as software and filmed entertainment) to combat pimcy.
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We believe these actions are beginning to have a positive effect. A survey as ofMay 2005 conducted by The NPD Group, a market research firm, shows that
about one-third ofAmericans aged 13 or older who had ever downloaded music fmm a file-sharing service stopped using such file-sharing services over the past year,
and an additional 27% reduced their downloading activity.

Music Publishing

Background

Music publishing involves the acquisition of rights to, and licensing of, musical compositions (as opposed to recordings) from songwriters, composers or other
rightsholders. Music publishing mvenues are derived from four main myalty sources: Mechanical, Performance, Synchronization and Other.

In the U.S., mechanical myalties are collected directly by music publishers fiom recorded music companies or via The Harry Fox Agency, a non-exclusive
Hcensing agent affiliated with NMPA, while outside the U.S., performing rights organizations and collection societies perform this function. Once mechanical myalties
reach the publisher (either directly from record companies or fmm collection societies), percentages of those myalties are paid to any co-owners of the copyright in the
composition and to the writer(s) and composer(s) of the composition. Mechanical myalties are paid at a penny rate of 8.5 cents per song per unit in the U.S. (although
recording agreements sometimes contain "controlled composition" pmvisions pursuant to which artist/songwriters license their rights to their record companies at as
little as 75% of this rate) and as a percentage ofwholesale price in most other territories. In the U.S., these rates are set pursuant to industry negotiations contemplated
by the U.S. Copyright Act and are cunently increased at two-year intervals. For example, on January I, 2004, this mte went fmm 8 cents per song to 8.5 cents per song.
On January 1, 2006, this rate will increase again to 9.1 cents per song. Recordings in excess of5 minutes attract a higher rate. In international markets, these rates are
determined by multi-year collective bargaining agreements.

Tluoughout the world, performance myalties are typically collected on behalfofpublishers and songwriters by performance rights organizations and collection
societies. Key performing rights organizations and collection societies include: The American Society of Composers, Authors and Publishers ("ASCAF'), SESAC and
Bmadcast Music, Inc. ("BMP') in the U.S4 Mechanical-Copyright Protection Society and The Performing Right Society ("MCPS-PRS Alliance") in the U.K; The
German Copyright Society ("GEMA") in Germany and the Japanese Society for Rights ofAuthors, Composers and Publishers ("JASRAC") in Japan. The societies paya percentage (which is set in each country) of the performance royalties to the copyright owner(s) or administrators (i.e., the publisher(s)), and a percentage directly to
the songwriter(s), of the composition. Thus, the pubHsher generally retains the performance myalties it receives other than any amounts attributable to co-publishers.

The worldwide music publishing market was estimated to have generated approximately $3.6 biHion in revenues in 2004 according to figures contained in the
March 2, 2005 issue of Music & Copyright. We estimate that mechanical myalties are approximately 30% of 2002 industry revenues; performance myalties, 33%;
synchmnization, 13/o, and other, 23/o. Geogmphically, North America is the largest market representing approximately 40% of the global publishing market.

The top five music publishers cofiectively account for over 65% of the market. Based on Music & Copyright's estimates, EMI Music Publishing ("EMI
Publishing") and WMG (Warner/Chappefi) are the market leaders in music publishing, holding 16.3% and 16.0% shares of the market in 2004, respectively. They are
followed by BMG at 13.8%, Universal at 12.5% and Sony/ATV Music Publishing LLC ("Sony/ATV") at 7/4/o. Independent music publishers represent the balance ofthe market, as well as many individual songwriters who publish their own works.

The music publishing market has pmven to be more resiTient than the recorded music market in recent years as performance, synchronization and other revenue
streams are largely unaffected by pimcy, and are benefiting
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from additional sources of income irom digital exploitation ofmusic in downloads and mobile phone ringtones. Trends in music publishing vary by royalty source:

~ Mechanical: Although the decline in the recorded music market has begun to have an impact on mechanical ruyaltie, this decline has been partly offset by
the regular and predictable statutory increases in the mechanical royalty rate in the U.S. (including an increase from 8 cents to 8.5 cents per song in January
2004, and a further increase fmm 8.5 cents to 9.1 cents per song to occur in January 2006), the increasing efficiency of local collection societies worldwide
and the gmwth ofnew revenue sources such as mobile phone ringtones and legitimate Internet and wireless downloads.

~ Performance; According to an April 2004 report fmm Enders Analysis, performance royalties experienced steady growth f'mm 1999 to 2001. Continued
growth is expected, largely driven by television, live performance and online radio stieanung and advertising ruyaltie.

Synchronization: We believe synchronization revenues have experienced strong gmwth in recent years and will continue to do so, benefiting fmm the
proliferation of media channels, a recovery in advertising, robust videogames sales and gmwing DVD film sales/rentals.

~ Other. According to Enders Analysis, print revenues grew steadily fmm 1999 to 2001. Continued gmwth in this category is expected as well, as more
people can afford musical instruments and lessons and online sheet music sales drive incremental revenues.

In addition, major publishers have the opportunity to genemte significant value by the acquisition of small publishers by extracting cost savings (as acquired
libraries can be administered with little or no incremental cost) and by increasing revenues through more aggressive marketing efforts.

WHERE YOU CAN FIND MORE INFORMATION

We are required to file annual, quarterly and current reports, proxy statements and other information with the SEC. These filings are not deemed to be
incorporated by reference in this report. You may read and copy any documents filed by us at the Public Reference Section of the SEC, 450 Fifth Street, N.W.,
Washington, D.C. 20549. You may obtain information on the operation of the Public Reference Room by calling the SEC at I-800-SEC4330. Our filings with the SEC
are also available to the public thmugh the SEC's website at htrp/twww,sec.gov. Our common stock is listed on the NYSE under the symbol "WMG". You can inspect
and copy reports, pmxy statements and other information about us at the NYSE's offices at 20 Bmad Street, New York, New York 10005. We also maintain an Internet
site at wwiv.tvmg.corn . We make available on our Internet website free of charge our annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports
on Form 8-K as soon as practicable after we electmnically file such reports with the SEC. In addition, copies ofour (i) Corporate Governance Guidelines, (ii) charters
for the Audit Committee, Compensation Committee and Executive, Nominating and Corporate Governance Committee and (iii) Code of Conduct which is appficable
for all or our employees including our principal executive, financial and accounting officers, are available at our Internet site under "Investor Relations—Corporate
Governance." Copies will be provided to any stockholder upon written request to Investor Relations, 75 Rockefeller Plaza, New York, New York 10019, via electmnic
mail at InvcstorRetarionsNwmg.corn or by contacting Investor Relations at (212) 275-2000. Our website and the information posted on it or connected to it shall not
be deemed to be incorporated by reference into this report.
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ITEM 1A. EXECUTIVE OFFICERS OF THE REGISTf4QV

The following table sets forth information as to our executive officers as of November4, 2005, together with their positions and ages.

Ago
Name poslaon

Edgar Bmnfman, Jr.
Lyor Cohen
Paul-Rend Albertini
Richard Blackstone
Michael D. Fleisher
David H. Johnson

~ Camline Stockdale
Alejandro Zubillaga

50 Chairman of the Board aud CEO
46 Chairman and CEO, U.S. Recorded Music
46 Chairman and CEO, Warner Musie International
45 Chairman and CEO, Warner/Chappell Music, Inc.:
40 Executive Vice President and Chief Financial Officer
58 Executive Vice President and General Counsel
42 Executive Vice President, Global Human Resources
37 Executive Vice President, Digital Strategy and Business Development

Our executive officers are appointed by, and serve at the discretion of, the Board of Directors. Each executive officer is an employee of Warner Music Group or
one of its subsidiaries. Mr. Zubillaga is the brother-in-law of Mr. Bmnfman. There are no other family relationships among any executive officers ofWarner Music
Group. The following information pmvides a brief description of the business experience ofeach of our executive officers.

EdgarBronfman, Ir. has served as our Chairman of the Board and CEO since March 1, 2004. Before joining Warner Music Group, Mr. Bmnfman served as
Chairman aud CEO ofLexa Partners LLC, a management venture capital group based in New York City. Prior to Lexa Partners, Mr. Bmnfman was appointed
Executive Vice Chairman of Vivendi Universal in December 2000. He resigned from his position as an officer and executive of Vivendi Universal on March 31, 2002,
and resigned as Vice Chairman of Vivendi Universal's Board ofDirectors on December 2, 2003. Prior to the December 2000 formation of Vivendi Universal,
Mr. Bronfman was President and CEO of The Seagram Company Ltd., a post he held since June 1994. During his tenure as the CEO of Seagram, he consummated $85
billion in transactions and tmnsformed the company into one of the world's leading media and communications companies. From 1989 until June 1994, Mr. Bmnfman
served as President and COO of Seagram. Between 1982 and 1989, he held a series of senior executive positions for The Seagram Company Ltd. in the U.S. and in
Eumpe.

Lyor Cohen has served as the Chairman and CEO of our U.S. Recorded Music operations since March 1, 2004. Fmm 2002 to 2004, Mr. Cohen was the
Chairman and CEO ofUniversal Music Group's Island Def Jam Music Gmup. Mr. Cohen served as President ofDef Jam fmm 1988 to 2002, Pmviously, Mr, Cohen
served in various capacities at Rush Management, a hip-hop management company, which he founded with partner Russell Simmons. Mr. Cohen is widely credited
with expanding Island Def Jam beyond its hip-hop mots to include a wider mnge of musical genres.

Paul-RendAlbertini has served as President ofWarner Music International since 2002 and currently leads Warner Music International, our international division,as Chairman and CEO. From December 2000 until 2002, Mr. Albertini served as President of Warner Music Europe. He joined Warner Music International fmm SonyMusic Entertainment Eumpe where he held the post of Executive Vice President from 1999. Prior to that he served as President and CEO Sony Music Fmnce between 1994 and 1999. In 1991 he became CEO ofpolyGram Disques France. In 1983, Mr. Albertini joined polyGmm as International Label Manager before becomingMarketing Director for Baiclay Records. He was named Director ofMarketing and Pmmotion for Phonogram in 1989, and was appointed Managing Director
Phonogram France. Mr. Albetini graduated from the Institut Superieur de Gestion in Paris in 1982 and attended the International Senior Management Pmgram fmmHarvard Business School in 1993.

Richard Blackstone has served as Chairman and CEO of Warner/Chappell Music, Inc. since May 28, 2005. Prior to joining Warner Music Group,Mr. Blackstone was the president ofZomba Music Publishing. Mr. Blackstone joined
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Zomba in 1989 as Director of Business Affairs, and was later promoted to the dual role ofHead of Creative and Head of Business Affairs. Following the purchase of
Zomba by BMG Music in 2002 he was named President ofZomba Music Publishing, and was given oversight responsibihty for Brentwood Benson Music Publishing.

Michael D. Fleisherhas served as our Executive Vice President and ChiefFinancial Officer since January I, 2005. Prior to joining Warner Music Group,
Mr. Fieisher was Chairman and Chief Executive Officer of Gartner, Inc. Mr. Fleisherjoined Gartner in 1993 and served in several roles including Chief Financial
Officer prior to being named CEO in 1999. Previous to Gartner, he was at Bain Capital. Mr. Fieisher serves on the Board of Ameritrade.

David H. Johnson has served as Executive Vice President and General Counsel since 1999. Prior to joining Warner Music Inc., Mr. Johnson spent nine yeats as
Senior Vice President and General Counsel for Sony Music Entertainment. He also held several posts at CBS and was an associate in the law firm Mayer, Nussbaum,
Katz k Baker. Mr. Johnson received a B.A. in political science fmm Yale University, a J.D. from the University ofPennsylvania Liw School and an LL.M. from New
York University School of Law.

Caroline Srockdale has served as Executive Vice president, Global Human Resources since August 2005. prior to joining Warner Music Gmup, Ms. Stockdale

~ was Senior Vice President, Relationship Leader Human Resources, at American Express Financial Advisors/Global Financial Services since 2002. Before joining
American Express Financial Advisors in 2002, Ms. Stockdale held a variety of human resources leadership positions at General Electric (GE) Capital Corporation in
Europe and the United States beginning in 1997, including Executive Vice President and Global Human Resources Leader at GE Capital Corporation's Aviation
Services division. Ms. Stockdale qualified as a chartered accountant and graduated with a B.A. Honors degree fmm the University of Sheffield in Shetfield, England.

Alejandro (Alex) Zubillaga has served as Executive Vice President, Digital Strategy and Business Development since August 2005. Pdor to being designated as
Executive Vice President, Digital Stmtegy and Business Development, Mr. Zubillaga held various positions with Warner Music Gmup since joining the company in
March 2004, including Senior Vice president, Digital Strategy and Business Development and Vice president, Office of the Chairman. prior to joining Warner Music
Group, Mr. Zubillaga served as managing director and co-founder of Lexa Partners LLC. Previously, Mr. Zubillaga was founder and managing partner ofE-Quest
Partners. Prior to that, Mr. Zubillaga served as founder, chairman and chief executive officer ofNETUNO. Mr. Zubillaga graduated fmm Babson College with a degree
in Business Administration.

ITEM 2. PROPERTIES

We own distribution, studio and office facilities and also lease certain facilities in the ordinary course of business. Our executive offices are located at 75
RockefeRer Plaza, New York, NY 10019. In addition, we have a ten-year lease ending on July 31, 2014 for our headquarters at 75 Rockefeller Plaza, New York, New
York 10019. We also have a seventeen-year lease ending on December 31, 2020, for office space in a building located at 3400 West Olive Avenue, Burbank, California
91505, used primarily by our Recorded Music business, and an approximately sixteen year lease ending on June 30, 2012 for office space at 1290 Avenue of the
Americas, New York, New York 10104, used primarily by our Recorded Music business. We consider ourproperties adequate for our current needs.

ITEM 3. LEGAL PROCEEDINGS

On September 7, 2004, November 22, 2004 and March 31, 2005, Eliot Spitzer, the

Attorney

General of the State of New York, served us with requests for
information in the form of subpoenas duces tecum in. connection with an industry-wide investigation of the relationship between music companies and mdio stations,
including the use of independent pmmoters and accounting for any such payments. The investigation was pursuant to New York Executive Law $63(12) and New York
General Business Law li349, both ofwhich are consumer fraud statutes. On November 22, 2005 we reached a settlement with the Attorney General in connection withthis
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investigation. As part of such settlement, we agreed to make $5 million in charitable payments and to abide by a list ofpermissible and impermissible promotional
activities. On July 25, 2005, Sony BMG reached a settlement with the Attorney General in connection with the same industry-wide investigation. Subsequent to the
settlement by Sony BMG, TSR Records, an independent label, filed an antitrust suit against Sony BMG alleging that the label's radio pmmotion activities are
anticompetitive. While it is too soon to predict the outcome of these recent developments on us, any litigation we may become involved in as a result of our settlement
with the Attorney General, regardless of the merits of the claim, could be costly and would divert the time and resources ofmanagement

We are involved in litigation arising in the normal course of our business. Management does not believe that any legal pmceedings pending against us wiII have,
individually, or in the aggregate, a material adverse effect on our business. However, we cannot predict with certainty the outcome ofany litigation or the potential for
future litigation. Regardless of the outcome, litigation can have an adverse impact onus, including our brand value, because of defense costs, diversion ofmanagement
resources and other factors.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of security holders ofWarner Musie Gmup Corp. during the fourth quarter of2005.

PART H

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATIERS AND ISSUER PURCHASES OF EQUITY
SECURITIES

Warner Music Gmup Corp.'s common stock was listed on the New York Stock Exchange under the symbol "WMG" on May 10, 2005. Prior to that time, therewas no public market for our common stock. The following table presents the high and low closing puces for the common stock on the New York Stock Exchangeduring the periods indicated and the dividends dechued during such periods:

Higb Iew Dividends
Paid

.,;„"':,~-,„i ~rp.„".,',,~.'„;,,„
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As of November 24, 2005 there were appmximately 35 registered holders ofrecord for the common stock and 148,460,622.724 shares outstanding. Becausemany of our shares of common stock are held by bmkers and other institutions on behalf of stockholders, we are unable to estimate the total number of stockholdersrepresented by these record holders. The closing price of the common stock on the New York Stock Exchange on November 24, 2005, was 18.05.

Dividend Policy

On October 3, 2005 the Board ofDirectors ofWarner Music Gmup declared a quarterly dividend of$0.13 per share of common stock, representing an aggregatequarterly dividend ofapproximately $19.3 million (based on outstanding shares of 148,455312.724 as of September 30, 2005). The dividend was paid November 23,2005, to stockholders ofmcord as of the close ofbusiness on October 24, 2005. The portion of the dividend with respect to unvested mstricted stock ofappmximately$1 million will be paid at such time as such shares become vested.
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As previously announced, we intend to continue paying quarterly dividends on our common stock outstanding in an amount not to exceed $80 million peryear in
the aggregate. The Board will evaluate whether to pay a dividend on a quarterly basis and will base its decisions on, among other things, our results of operations, cash
requiiements, financial condition, contractual restrictions and other factors the Board ofDirectors may deem relevant.

The amounts available to us to pay further cash dividends wiH be restricted by our subsidiary WMG Acquisition Corp.'s senior secured credit agreement and the
indentuies governing our outstanding notes, including the indenture governing WMG Holdings Corp.'s outstanding 9.5% Senior Discount Notes due 2014 and the
indenture governing WMG Acquisition Corp.'s 7'/8% Senior Subordinated Dollar Notes due 2014 and 8 ' s % Senior Subordinated Sterling Notes due 2014. Under
Acquisition Corp.'s senior secured credit agreement, genemfly neither Holdings nor Holdings'ubsidiaries may pay dividends or otherwise transfer their assets to us.
However, Acquisition Corp.'s senior secured credit agreement permits such restricted payments in an amount not to exceed $10.0 million, subject to increase up to
$50.0 million if the leverage ratio is less than 33 to 1, and subject to additional increase in an amount equal to 50% ofexcess cash flow that is not otherwise applied
pursuant to Acquisition Corp.'s senior secured credit agreement and aflows distributions not in excess of $90 million in any fiscal year to be appHed to pay regular
quarterly cash dividends to holders of our common stock. The indentures governing the Holdings Notes and the Acquisition Corp. Notes also limit the abiTity of
Holdings, Acquisition Corp. and their subsidiaries to pay dividends to us. Under such indentures, generally our subsidiaries may pay dividends or make other restricted
payments depending on a formula based on 50% ofconsoHdated net income. In addition, Acquisition Corp. may also make such restricted payments if, on a pro forma
basis after giving effect to any such payment, it has a net indebtedness to adjusted EBITDA ratio of no greater than 3.75 to 1.0 and a net senior indebtedness to adjusted
EBlTDA mtio of no greater than 2.5 to 1.0, and Holdings may make such restricted payments if, on a pro forma basis after giving effect to any such payment, it has a
net indebtedness to adjusted EB1TDA ratio ofno greater than 4.25 to 1.0. Acquisition Corp, and Holdings may also make restricted payments under the indentuies ofup
to $45.0 million and $75.0 million, respectively, without regard to any such provisions. The Holdings indenture permits Holdings to dividend up to 6% per annum from
proceeds of our initial public offering received by Holdings. See "Management's Discussion arid Analysis of Financial Condition and Results of Operations—Financial
Condition and Liquidity—Liquidity."

Use ofProceeds from Sales of Registered Securities

On May 10, 2005, we registered 37,490,000 shares ofour common stock for an aggregate offering price of$897,760,000 in our initial public offering. On
May 13, 2005 we closed the sale by us of a total of 32,600,000 shares ofour common stock in our initial common stock offering at a price of $17.00 per share in a firm
commitment underwritten initial public offering. This offering was effected pursuant to a Retp'stration Statement on Form S-1 (File No. 333-123249), which the
Securities and Exchange Conunission declared effective on May 10, 2005. Goldman, Sachs & Co. and Morgan Stanley 8t. Co. Inc. were the joint global coordinators
and, together with Lehman Bmthers Inc. and Deutsche Bank Securities Inc., served as joint book-running managers in the offering. Banc of America Securities LLC
and Citigroup Global Markets Inc. acted as joint lead managers in the offering. Of the $554.2 million of gmss proceeds raised in the offering:

~ approximately $269 million was paid to the underwriters in connection with the underwriting discount;

~ approximately $ 10.9 million was used in connection with offering expenses, printing fees, listing fees, filing fees, accounting fees and legal fees; and

~ appmximately $517 million was used in connection with the redemption of 100% of WMG Holdings Corp.'s Floating Rate Senior Notes due 2011 and
Floating Rate Senior PIK Notes due 2014 and 35% of the aggregate principal amount of its outstanding 93% Senior Discount Notes due 2014 on June 15,
2005.

Equity Compensation Plan Information

The following table pmvides information as ofSeptember 30, 2005 with respect to shares of our common stock that may be issued under our exisring equitycompensation plans.



Table of Contents

Weighted
Number ofSecurities to be Exercise Price of

issued upon Exercise of Outstanding
Outstanding Options Options

Plan Category

nbÃMM~. eeeboopbro ':

~i'pprovedby drmybotdere O)

Number ofSecurities Remaining
Avauabte for Future Issuance
Under Equity Compensation
Hans (exduding securihes
rettected in Srst column)

(I) Consists of the 2005 Omnibus Stock Plan, as well as individual LTIP and individual stock option agreements.

LTIP and Individual Stock Option Agreements

In 2004, the Company*s board of directors appmved a form of LTIP stock option agreement for grants of options to eligible individuals. Eligible individuals
include any employee, director or consultant of the Company or any of its affiliates, or any other entity designated by Warner Music Group's board ofdirectors in
which the Company has an interest, who is selected by the Company's compensation committee to receive an award. The board authorized the granting ofoptions to
purchase up to 1,355,066 shares of our common stock pursuant to the LTIP pmgram. The Company has granted options and may grant additional stock options under
the LTIP stock option agreements to certain members of our current or future management. The board also approved the granting of options to purchase 3,701,850
shares ofour common stock under stock option agreements with certain members of our management. Individual option agreements and options granted under the LTIP
pmgram generally will have a 10-year term and the exercise price will equal at least 100% of the fair market value on the date of the grant. With respect to each option
gmnted pursuant to individual option agreements or a LTIP stock option agreement, one-third of the shares covered by the option generally vest and become exercisable
in four equal installments on the day prior to each of first through fourth anniversaries of the effective date of the LTIP stock option agreement, subject to the
employee's continued employment. Two-thirds of the shares covered by the option generally vest and become exercisable based on the occurrence ofboth a service
condition (which is the same as the service condition described with respect to the service-based portion of the option) and a performance condition. The performance
condition is met if, following an initial public offering or certain other events (including a change in control), a specified investment return is achieved by the investors
(one-half of such shares require one return level and the other one-half of such shares requhe a different return level). The performance-based portion of the option also
vests, subject to the employee's continued employment, on the day prior to the seventh anniversary of the effective date of the individual or LTIP stock option
agreement and the service condition applicable to the performance-based option will be deemed to have been attained upon certain terminations following or in
anticipation ofa change in contmk

2005 Omnibus Stock Plan

In May 2005, we adopted the 2005 Omnibus Stock Plan, or 2005 Plan, which authorized tbe granting of stock based awards to purchase up to 3,416,133 shares
ofour common stock. Under the 2005 Plan, our board ofdirtx:tots or the compensation committee will administer the plan and has the power to make awards, to
determine when and to whom awards will be granted, the form ofeach award, the amount of each award, and any other terms or conditions ofeach award consistent
with the terms of the 2005 Plan. Awards may be made to employees, directors and others as set forth in the 2005 Plan. The types of awards that may be granted include
restricted and unrestricted stock, incentive and non-statutory stock options, stock appreciation rights, performance units and other stock based awards. Each award

IN agreement specifies the number and type of award, together with any other terms and conditions as determined by the board of directors or the compensation committee
in their sole discretion. Eligible employees include any employee who does not already have any other equity participation in our company. The Company has granted
options and may grant additional awards under the 2005 Plan to certain member of our current or future management. Options granted generally have a 10-year term,the exercise price will equal at least 100% of the fair market value on the date of the grant and generaHy vest in four equal installments on the day prior to each of first
through fourth anniversaries of the effective date of the stock option agreement, subject to the employee's continued employment.
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ITEM 6. SELECTED FINANCIAL DATA

Our summary balance sheet data as ofSeptember 30, 2005 and 2004, and the statement ofoperations and other data for each of (i) the twelve-month fiscal year
ended September 30, 2005; (ii) the seven months ended September 30, 2004, (iii) the three months ended February 29, 2004, and (iv) the twelve-month fiscal year
ended November 30, 2003 have been derived from our audited financial statements included or incorporated by reference herein. Our summary statement ofoperations

~ and other data for each of the ten months ended September 30, 2003 and the five months ended February 29, 2004 have been derived fmm our unaudited financial
statements included or incorporated by reference herein. Our summary balance sheet data as of (i) February 29, 2004 (ii) November 30, 2003 and (iii) November 30,
2002 and the statement of operations and other data for the year ended November 30, 2002 are derived from our audited financial statements that are not included in this
annual report. Our summary balance sheet data as of (i) September 30, 2003 and (ii) November 30, 2001 and the statement of operations and other data for the year
ended November 30, 2001 aie derived fmm our unaudited financial statements that are not included in this annual report.

The compambility of our historical financial data has been affected by a number of significant events and transactions. These include the acquisition of
substantially afl of our recorded music and music publishing businesses fmm Time Warner effective March 1, 2004 for approximately $2 6 billion (the "Acquisition")
in 2004, a change in our fiscal year to September 30 from November 30, which was enacted in 2004, and the AOL Time Warner Merger in 2001. For afl periods prior to
the Acquisition, the recorded music and music publishing businesses formerly owned by Time Warner are referred to as "Old WMG" or the "Predecessor." For afl
periods subsequent to the Acquisition, the business is referred to as the "Company" or the "Successor." Due to the change in our year-end, financial information for
2004 reflects a shortened ten-month period ended September 30, 2004 and is separated into two pie-acquisition and post-acquisition periods as a result of the change in
accounting basis that occurred relating to the Acquisition.

In connection with the Acquisition, a new accounting basis was established for the Company as of the acquisition date based upon an aHocation of the purchase
price to the underlying net assets acquired. As such, financial information for the twelve months ended September 30, 2004 is separated into pre-acquisition and post-
acquisition periods as a result of the change in accounting basis that occurred relating to the Acquisition. That is for the twelve-month period ended September 30,
2004, we have presented our operating results and cash flows sepamtely for the pre-acquisition five-month period ended February 29, 2004 and the post-acquisition,
seven-month period ended September 30, 2004. The financial information for the ten months ended September 30, 2004 is separated into the pre-acquisition three-
month period ended February 29, 2004 and the post-acquisition, seven-month period ended September 30, 2004.

The split presentation mentioned above is requhed under QAAP in situations when a change in accounting basis occurs. This is because the new accounting
basis requires that the historical carrying value of assets acquired and HabiTities assumed be adjusted to fair value, which may yield results that are not strictly
comparable on a period-to-period basis due to the different, and sometimes higher, cost basis associated with the aflocation of the purchase price.

We believe that this split presentation may impede the ability ofusers of our financial information to understand our operating and 'cash flow performance.
Consequently, in order to enhance an analysis of our operating results and cash flows, we have presented our operating results and cash flows on a combined basis for
the fuH ten-month period and twelve-month period ended September 30, 2004. The combined presentation for the twelve-month pedod ended September 30, 2004
simply represents the mathematical addition of the pre-acquisition, five-month period ended February 29, 2004 and the post-acquisition, seven-month period ended
September 30, 2004 and the combined presentation for the ten-month period ended September 30, 2004 represents the mathematical addition of the pie-acquisition
thee-month period ended February 29, 2004 and the post-acquisition seven-month period ended September 30, 2004. These are not intended to represent what our
operating results would have been had the Acquisition occurred at the beginning of the period.
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The foHowing table sets forth onr selected historical financial and other data as of the dates and for the periods indicated.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our xesults of operations and financial condition includes periods prior to the consummation of our acquisition of
substantially aH ofTime Warner Inc.'s recorded music and music publishing businesses and xelated financing (the "Transactions"). Accoxxgngly, the discussion and
analysis of operating results for the ten months and twelve months ended September 30, 2004 do not reflect the fuH impact that the Transactions have had on us,~ including significantly increased financing costs, You should read the following discussion of our xesults of operations and financial condition with the audited financial
statements included elsewhere in this Annual Report on Form 10-K for the fiscal year ended September 30, 2005 (the "Annual Report").

"SAFE HARBOR" STATEMENT UNDER PRIVATE SECURITIFS LITIGATION REFORM ACT OF 1995

This Annual Report includes "forward-looking statements" within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. AH statements other than statements ofhistorical facts included in this Annual Report, including, without limitation, statements regarding our
future financial position, business stmtegy, budgets, projected costs, savings and plans and objectives ofmanagement for future operations, are forward-looking
statements. In addition, forward-looking statements generally can be identified by the use of forward-looking terminology such as "may," "wiH," "expect," "intend,"
"estimate," "anticipate," "beHeve" or "continue" or the negative thereof or variations thereon or simflar terminology. Such statements include, among others, statements
regarding our ability to develop talent and attract future talent, to reduce future capital expenditures, to monetize our music content, including through new distribution
channels and formats, to effectively deploy our capital, the development of digital music and the effect ofdigital distribution channels on our business, including
whether or not the Internet will become an important sales channel and whether we wiH be able to achieve higher margins from digital sales, our success in limiting
piracy, our abiTity to compete in the highly competitive markets in which we operate, the growth of the music industry and the effect of our and the music industry's
efforts to combat pimcy on the industry and the effect of litigation on us. Although we believe that the expectations reflected in such forward-looking statements are
reasonable, we can give no assurance that such expectations will prove to have been correct.

Them are a number ofrisks and uncertainties that could cause our actual results to differ materially from the forward-looking statements contained in this
Annual Report. Additionally important factors could cause our actual results to differ materially from the forward-looking statements we make in this Annual Report.
As stated elsewhere in this Annual Report, such risks, uncertainties and other important factors include, among others:

the impact of our substantial leverage on our ability to raise additional capital to fund our operations, on our ability to react to changes in the economy or
our industry and on our abiHty to meet our obligations under our indebtedness,"

the continued decline in the global recorded music industry and the mte of overall decline in the music industry;

our ability to continue to identify, sign and retain desirable talent at manageable costs„

the theat posed to our business by pimcy ofmusic by means ofhome CD-R activity and Internet peer-to-peer file-sharing;

the significant threat posed to our business and the music industry by organized industrial piracy;

the impact of our restructuring plan on our business (including our ability to genemte revenues and attract desirable talent),"

the popular demand for particularxecording artists and/or songwriters aud albums and the timely completion ofalbums by major recoxding artists and/or
songwriters;
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~ the diversity and quality of our portfolio of songwriters;

the diversity and quality of our album releases;

signiflcant fluctuations in our results of operations and cash flows due to the nature ofour business;

our involvement in intellectual property litigation;

the possible downward pressure on our pricing and pmfit margins;

the seasonal and cycflcal nature of recorded music sales;

our abiTity to continue to enforce our intellectual pmperty rights in digital envimnments;

the ability to develop a successful business model applicable to a digital envimnment;

the ability to maintain product pricing in a competitive environment;

the impact of heightened and intensive competition in the recorded music and music publishing businesses and our inability to execute our business strategy;

flsks associated with our non-U.S. operations, including limited legal protections of our inteflectual pmperty rights and restrictions on the repatriation of
capital;

the possible unexpected loss of artists and key employees and our market share as a result of our restructuring plan;

the impact of legitimate music distribution on the Internet or the introduction of other new music distribution formats",

the impact of rate regulations on our Music Publishing business;

flsks associated with the fluctuations in foreign currency exchange rates;

our ability and the ability ofourjoint venture partners to operate our existing joint ventures satisfactorily,"

the enactment of legislation hiniting the terms by which an individual can be bound under a "personal services" contract could impair our ability to retain
the services ofkey artists",

potential loss ofcatalog if it is determined that recording artists have a right to recaptum mcordings under the U.S. Copyright Act;

changes in law and government regulations;

legal or other developments related to pending litigation or the industry-wide investigation of the relationship between music companies and radio stations
by the Attorney General of'he State ofNew York;

trends that affect the end uses ofour musical compositions (which include uses in bmadcast radio and television, film and advertising businesses);

the growth ofother products that compete for the disposable income ofconsumers;

risks inherent in relying on one supplier for manufactudng, packaging and distribution services in North America and Europe;

risks inherent in our acquiring or investing in other businesses;

the possibility that our owners'nterests will conflict with ours or yours;

our ability to act as a stand-alone company;

increased costs and diversion of resources associated with complying with the internal contml reporting or other tequirements of Sarbanes-Oxley;
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~ weaknesses in our internal contmls related to U.S. royalties that could affect our abiTity to ensure reliable financial reports;

~ the effects associated with the formation of Sony BMG Music Entertainment; and

~ failure to attract and retainkey personnel.

There may be other factors not presently known to us or which we currently consider tobe immaterial that may cause our actual results to differ materially from
the forward-loohng statements.

AH forward-loohng statements attributable to us or persons acting on our behalf apply only as of the date of this Annual Report and are expressly qualified in
their entirety by the cautionary statements included in this Annual Report. We disclaim any duty to publicly update or revise forward-looking statements to reflect
events or circumstances afler the date made or to reflect the occurrence ofunanticipated events.

INTRODUCTION

Warner Music Group Corp. (the "Company" or "Parent") was formed by a private equity consortium of Investors (the "Investor Group") on November 21, 2003.
The Company is the directparent ofWMG Holdings Corp. ("Holdings"), which is the direct parent of WMG Acquisition Corp. ("New WMG" or "Acquisition Corp.").
New WMG is the successor to substantiaHy afl of the interests of the recorded music and music publishing businesses ofTime Warner Inc. ("Time Warner"). Such
predecessor interests formerly owned by Time Warner are hereinafter referred to as "Old WMG" or the "Predecessor." Effective March I, 2004, Acquisition Corp.
acquired Old WMG from Time Warner for approximately $2.6 billion (the "Acquisition").

Warner Music Gmup Corp. is a holding company that conducts substantially aH of its business operations through its subsidiaries. The Company's only asset is its ownership of aH outstanding shares of Holdings, and Holdings'nly asset is its ownership of afl the outstanding shares ofAcquisition Corp. The terms "we," "us,"
"our," "ours," and the Company" refer collectively to Warner Music Group Corp. and its consolidated subsidiaries, except where otherwise indicated.

Management's discussion and analysis of results ofoperations and financial condition ("MD&A") is provided as a supplement to the audited financial
statements and footnotes included elsewhere herein to help provide an understanding of our financial condition, changes in financial condition and results of our
operations. MDikA is organized as foHows:

Overview. This section provides a general description of our business, as well as recent developments that we believe are important in understanding our
results ofoperations and financial condition and in anticipating future'trends.

Results ofoperations. This section provides an analysis of our results ofoperations for the twelve-month periods ended September 30, 2005 and 2004 and
for the ten-month periods ended September 30, 2004 and 2003. This analysis is presented on both a consolidated and segment basis.

~ Financial condition and liquidiry. This section provides an analysis ofour cash flows for the twelve-month periods ended September 30, 2005 and 2004, as
well as a discussion of our financial condition and liquidity as of September 30, 2005. The discussion of our financial condition and liquidity includes (i) our
available financial capacity under the revolving credit portion of our senior secured credit faciTity and (ii) a summary of our key debt compliance measures
under our indenture agreements.

Use of OIBDA

We evaluate our operating performance based on several factors, including our primary financial measure ofoperating income (loss) before non-cash
depreciation of tangible assets, non-cash amortization of intangible
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assets and non- cash impairment charges to reduce the carrying value of goodwill aud other intangible assets (which we xefer to as "OIBDA"). We consider OIBDA to
be an important indicator of the operational strengths and performance of our businesses, including the ability to provide cash flows to service debt. However, a
limitation of theuse of OIBDA as a performance measure is that it does not reflect the periodic costs of certain capitalized tangible and intangible assets used in
generating revenues in our businesses. Accordingly, OIBDA should be considered in addition to, not as a substitute for, operating income Joss), net income Ooss) and
other measures of financial performance xeported in accordance with U.S. GAAP.e
Change in Fiscal Year and Basis ofPresentation

In 2004, in connection with the Acquisition, the Company changed its fiscal year-end to September 30 from November 30. As such, we restated ourprior
quarters starting October 1,2003, under the new fiscal year format, to enhance comparability between periods. Due to this change in fiscal year-end, our 2004 fiscal
year consists of the ten-months ended September 30, 2004, while our 2005 fiscal year is the fufl twelve-month period ending September 30, 2005. Our discussion of the
current twelve-month fiscal year ended September 30, 2005 is presented as the comparison of the twelve-month fiscal year ended September 30, 2005 to the twelve-
month period ended September 30, 2004. The twelve months ended September 30, 2004 are unaudited and were derived from the audited fiscal year financial results for
the ten months ended September 30, 2004 and the audited fiscal year financial results for the fiscal year ended November 30, 2003. Our discussion of the prior ten-
month fiscal year is presented as the comparison of the ten months ended September 30, 2004 to the ten months ended September 30, 2003. The ten months ended
September 30, 2003 are unaudited and were derived f'mm the audited fiscal year financial results for the twelve months ended November 30, 2003.

In connection with the Acquisition, anew accounting basis was established for the Company as of the acquisition date based upon an allocation of the purchase
price to the underlying net assets acquired. As such, financial information for each of the ten and the twelve months ended September 30, 2004 is separated into pxe-
acquisition and post-acquisition periods as a result of the change in accounting basis that occurred relating to the Acquisition, That is for the twelve-month period ended
September 30, 2004, we have presented our operating results and cash flows sepamtely for the pre-acquisition five-month period ended February 29, 2004 and the post-s acquisition, seven-month period ended September 30, 2004. The financial information for the ten months ended September 30, 2004 is separated into the pxe-acquisition
tluee-month period ended February 29, 2004 and the post-acquisition, seven-month period ended September 30, 2004.

The split presentation mentioned above is required under GAAP in situations when a change in accounting basis occurs. This is because the new accounting
basis requires that the historical carrying value ofassets acquired and Habilities assumed be adjusted to fair value, which may yield results that are not strictly
comparable on a period-to-period basis due to the different, and sometimes higher, cost basis associated with the aHocation of the purchase price.

We believe that this split presentation may impede the ability of users of our financial information to understand our operating and cash flow performance.
Consequently, in order to enhance an analysis of our operating xesults and cash flows, we have presented our operating results and cash flows on a combined basis for
the full ten-month period and twelve-month period ended September 30, 2004. The combined presentation for the twelve-month period ended September 30,2004
simply represents the mathematical addition of the pre-acquisition, five-month period ended February 29, 2004 and the post-acquisition, seven-month period ended
September 30, 2004 and the combined presentation for the ten-xnonth period ended September 30, 2004 represents the mathematical addition of the pre-acquisition
three-month period ended February 29, 2004 and the post-acquisition seven-month period ended September 30, 2004. These are not intended to xepresent what our
operating results would have been had the Acquisition occurred at the beginning of the period. ReconciHations showing the mathematical combination ofour operating
results for such periods are included herein.

Though we beHeve that the combined presentation is most meaningful for the twelve-month period ended September 30, 2004 and the ten-month period ended
September 30, 2004, it is not in conformity with GAAP. As
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such, we have supplemented our historical operating results for periods, as apprcpriat, with pro forma Gnaucial information and have further highlighted in our
discussions that follow any significant effects fmm the Acquisition to facilitate an understanding ofa comparison of our operating results fmm period-to-period.

OVERVIEW Description of Business

We are one of the world's major music content companies. Effective as ofMarch 1, 2004, substantially all of Time Warner Iuc.'s music division was acquired
Irom Time Warner by us for approximately $2.6 billion.

We classify our busin'ess interests into two fundamental areas: Recorded Music and Music Publishing. A brief description of each of those operations is
presented below.

Recorded Music Operations

Our Recorded Music business consists of the discovery and development of artists and the xelated marketing, distribution and licensing ofxecorded music
pmduced by such artists. In the U.S., our operations are conducted principally thmugh our major record labels—Warner Bms. Records Inc. and The Atlantic Records
Group. Internationally, our Recorded Music operations are conducted through our Warner Music International division ("WM1"), which includes various subsidiaries,
affiliate and non-afliliated licensees in morc than 50 countries outside the United States. In addition to the more traditional methods of discovering and developing
artists, we have implemented new initiatives to identify and nurtuxe artists earlier in the development process and reduce development costs by leveraging our
independent distribution network. We xefer to these new business models as incubator initiatives. Asylum and East West are current incubator labels. In addition, we
have also entered into strategic ventures with other record labels.

Our Recorded Music operations also include a catalog division named Rhino Entertainment ('hino"), formerly known as Warner Strategic Marketing. Rhino
specializes in marketing our music catalog thmugh compilations and reissuances ofpreviously released music and video titles, as well as in the Hcensing ofrecordings
to/from third parties for various uses, including film and television soundtracks.

Our principal Recorded Music distribution operations include Warner-Elektra-Atlantic Corporation ("WEA Corp."), which primarily markets and sells music
products to retailers and wholesale distributors in the U.S.; a 90% interest in Alternative Distribution Alliance, an distribution company that primarily distributes the
products of independent labels to retail and wholesale distributors in the United States; various distribution centers and ventures opemted internationally; and an 80% interest in Word Entertainment, whose distribution operations specialize in the distribution of music products in the Christian retail marketplace.

Our principal recorded music revenue sources are sales of CDs, digital downloads and other recorded music products aud license fees received for the ancillary
uses of our mcorded music catalog. The principal costs associated with our Recorded Music operations are as follows:

artist and repertoire costs—the costs associated with (i) signing and developing artists, (ii) creating master recoxdings in the studio, (iii) creating artwork for
album covers and liner notes and (iv) paying royalties to artists, producers, songwriters, other copyright holders and trade unions;

manufacturing, packaging and distribution costs—the costs to manufactum and distribute product to wholesale and retail distribution outlets;

marketing and promotion costs—the costs associated with the promotion of artists and recorded music pmducts, including costs to produce music videos for
promotional purposes and artist tour support; and

administration costs—the costs associated viith general overhead and other adnunistrative costs, as weH as costs associated with anti-piracy initiatives.
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Music Publishing Operations

Our Music Publishing operations include Warner/ChappeH Music, Inc. and its wholly owned subsidiaries, and certain other music pubHshing affiliates of the
Company. We own or contml the rights to more than one million musical compositions, including numerous pop music hits, Afnerican standards, folk songs and motion
picture and theatrical compositions. Our Music Publishing operations also formerly included Warner Bros. PubHcations ('WBF'), which marketed printed versions of
our music thmughout the world. On May 31, 2005, we sold WBP to Alfred Publishing. The sale is not expected to have a material effect on our futme operating results
and financial condition.

PubHshing revenues are derived from four main royalty sources:

~ Mechanical: the licensor receives myalties with respect to compositions embodied in xecordings sold in any format or configuration, including singles,
albums, CDs, digital downloads and mobile phone ringtones.

~ Performance: the licensor receives myalties if the composition is performed publicly (e.g., broadcast radio and television, movie theater, concert, nightclub
or Internet and wireless streaming).

~ Synchronization: the licensor receives royalties or fees for the right to use the composition in combination with visual images (e.g., in films, television
commercials and progauns and videogames).

~ Other: the Hcensor receives royalties fmm other uses such as stage productions.

The principal costs associated with our Music Publishing opemtions are as follows:

~ artist and repertoire costs—the costs associated with (i) signing and developing songwriters and (ii) paying myalties to songwriters, co-publishers and other
copyright holders in connection with income generated from the exploitation of their copyrighted works;

manufacturing, packaging and distribution costs—the costs to manufacture aud distribute sheet music and songbooks to retail distribution outlets and
schools; and

~ administration costa—the costs associated with general overhead and other administmtive costs.

Factors Affecting Results of Operations «nd Financial Condition

Market Factors

Over the psst five years„ the xecorded music industry has been unstable, which has adversely affected our operating results. The industry-wide decline can beattributed pximarily to digital pixacy. Other drivers of this decline are the bankruptcies of record retailers aud wholesalers, gmwing competition for consumerdiscmtionary spending and retail shelf space, and the maturation of the CD format, which has slowed the historical gmwth pattern of recorded music sales. While newformats for seIH«g recorded music product have been created, including the legal downloading of digital music using the Internet and DVD-Audio formats and thedistribution ofmusic on mobile devices, significant revenue streams fmm these new markets arejust beginning to emerge. As ofNovember 20, 2005, year-to-date U.S,recorded music sales (excluding sales of digital tracks) axe down approximately 7,6% year-over-year. The xecorded music industry perfonnance may continue tonegatively impact our operating results. In addition, a declinmg recorded music industxy could continue to have an adverse impact on the music publishing business.This is because our music pubHshing business generates a significant portion of its revenues fmm mechanical myalties received from the sale of music in recordedmusic formats such as the CD.

Restructuring

Due in part to the development of the new channels mentioned above and ongoing anti-piracy initiatives, we believe that the recorded music industry ispositioned to improve over the coming years. However, the industry
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may relapse into a period ofdecline. In addition, there can be no assumnces as to the timing or the extent of any improvement in the industry. Accordingly, we have
executed a number ofcost-saving initiatives over the past few years in an attempt to realign our cost structuie with the changing economics of the industry. These
initiatives have included significant headcount reductions fmm the consolidation ofoperations and the streamlining of corporate and label overhead, exiting certain
leased facilities in an effort to consolidate locations and the sale of our manufacturing, packaging and physical distribution operations. We have now completed
substantially all of our restructuring efforts and have streamlined the Company to achieve appmximately $250 million in annual cost savings.

Transactions with Time Warner and its
Affiliates

As previously described, prior to March I, 2004, Old WMG was owned and opemted by Time Warner. As such, in the normal course ofconducting our
business, Old WMG had various commercial and financing arrangements with Time Warner and its affiliates. In particular, Old WMG purchased manufacturing
packaging and physical distribution services from affiliates of Time Warner, and Time Warner funded its opemting and capital requirements. See Note 20 to our audited
financial statements for a summary of the principal transactions between Old WMG and Time Warner and its affiliates.

Time Warner sold its CD and DVD manufacturing, packaging and physical distribution opemtions to Cinram at the end of October 2003. Prior to the sale, these
operations were under the control ofTime Warner and Old WMG's management. As such, pricing for such services was not negotiated on an arms-length basis and did
not rellect market mtes. As part of the sale, Time Warner and Old WMG entered into arrangements with Cinram, under which Cinram will pmvide manufacturing,
packaging and physical distribution services for our pmducts in the U.S. and Europe at favorable, market-based rates that were negotiated on an arms-length basis.

With respect to the financing arrangements with Time Warner, all cash received or paid by Old WMG was included in, or funded by, clearing accounts or shared
international cash pools within Time Warner's centralized cash management system. Some of those armngements were interest-bearing and others were not
Accordingly, historical net inteiest expense is not representative of the amounts incurred by us under our new leveraged capital structure created in connection with the
Acquisition.

Charges and Payments Relating to Executive Compensation

We determined that certain shares ofrestricted stock issued in 2004 and early 2005 may have been sold at prices below fair market value on the applicable date
of sale and certain options to purchase shares of the Company's stock granted may have had exercise prices below fair market value on the applicable date of grant As
a result, certain U.S. employee holders of the restricted stock who made elections under Section 83(b) of the Internal Revenue Code will be subject to additional
ordinary income tax to the extent of the fair market value of the restricted stock received over the purchase price they paid for such stock. In other cases, certain
employees who did not make such an election will be subject to higher taxes on their restricted shares at the time ofvesting than would have been the case had they
purchased the shares for fair market value. In addition, under the provisions of the American Jobs Creation Act of 2004, signed into law in October 22, 2004, U.S.
employee option holders whose options vest with exercise prices below fair market value on the date of grant are subject to significant penalties under new
Section 409A of the Internal Revenue Code. IRS Notice 2005-1 provides transitional guidance on the application of Section 409A which, among other things, permits
options with exercise prices below the fair market value of the underlying stock on the date of gmnt to be amended or replaced with new options having an exercise
price at least equal to the fair market value on the grant date. Non-U.S. employee holders of restricted stock or options may be subject to similar or other related issues.
In order for us to address these issues our Botel ofDhectors, based on a re-assessment of fair market values on the applicable dates, appmved the actions discussed
below.

Restricted Stock. We were authorized to pay each employee, who purchased restricted stock at prices that were below fair market value on the date ofpurchase, acash bonus. The cash bonus payable to those employees
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who made a Section 83(b) election is an amount equal to the tax liabiTity incurred by the employee as of the date ofpurchase based on any difference between the re-
determined purchase date fair market value and the amount originally paid by the employee, plus an amount necessary to pay the taxes on the bonus. The bonuses that
are payable to each of those employees who did not make a Section 83(b) election or the applicable foreign equivalent is an amount reflecting an estimate of the
additional tax which would be payable by the employee at the time the restricted stock is scheduled to vest due to that taxable amount being subject to ordinary income
rather than capital gains tax rates, and assuming that the re-determined value of the stock remains constant over the vesting period, adjusted down to reflect a present
value discount based on the earliest possible vesting dates. We will pay these employees an amount necessary to pay the taxes on the bonus. This will result in total cash
payments of approximately $10 million, which the Company has expensed in the fiscal year ended September 30, 2005.

Options. We have revised the exercise prices ofcertain options to purchase our common stock to prices equal to the appHcable re-determined fair market values
of the common stock on the dates of the respective grants. To compensate the grantees for the loss of value represented by this adjustment to the option exercise prices,
we will pay each affected employee a cash bonus in an amount equal to the excess of the adjusted aggregate exercise price of the employee's options over the original
aggregate exercise price of the employee's options, adjusted down to reflect a present value discount based on the earliest possible exercise dates. We have treated the
mvision of the exercise prices of certain option grants as a modification of such grants. This will result in total cash bonuses paid of approximately $9 rnfllion. We have recorded expense of $6 million in the fiscal year ended September 30, 2005 related to this modification ofcertain grants.

Additional Charges and Payments to Employees

Option AdJustments as a Result ofDividend to Investors. Further, in connection with the $100.5 million cash dividend we declared and paid to holders of our
common stock consisting of the Investor Group and certain members of management who held shares of common stock prior to our initial common stock offering, we
have made an adjustment to afl options outstanding at the time ofdeclaration of the dividend. The adjustment consists ofa cash make-whole payment consisting of an
amount equal to the pro rata amount that would have been received per share had afl outstanding options been exercised at the time of the declaration of the dividend
adjusted down to reflect a present value discount based on the earliest possible exercise dates. We have expensed approximately $3 miflion ofexpense related to such
payments in the fiscal year ended September 30, 2005.

Employee Bonus Plan. We paid a special one-time bonus upon consummation of our initial common stock offering to afl or substantially aH of our employees,
excluding senior management and certain employees with an equity participation in our company. The amount of the award granted to an employee was equal to
approximately 4% of the employee's annual salary. We have paid and recorded expense of $10 miflion in the fiscal year ended September 30, 2005 related to such
bonus.

Of the amounts related to restricted stock and options, afl but $3 million has been paid as of September 30, 2005.

Initial Common Stock Ogering

In May 2005, we completed the initial public offering ofour common stock (the "Initial Common Stock Offering"). Prior to the consummation of the Initial
Common Stock Offering, we, among other things, renamed afl ofour outstanding shares of Class A Common Stock as common stock and authorized an approximately
1,139 for I split ofour common stock. We contributed the net pmceeds from the Initial Common Stock Offering of $517 milHon to Holdings as an equity capital
contribution. Holdings used afl of such funds and approximately $57 million ofcash received through dividends fmm Acquisition Corp. to redeem its outstanding notes
as discussed below.
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In addition, in connection with the Initial Common Stock Offering, we among others things, repurchased the warrants issued as part of the initial purchase price
considemtion for the Acquisition &om Time Warner for $138 million, we deciaml and paid a dividend to our stockholders prior to the Initial Common Stock Offering
of $1003 million, and terminated our management agreement as discussed below.

Holdings Refinancing and Redemption

In December 2004, Holdings issued $847 million principal amount of debt. The $847 million principal amount ofHoldings'ebt consisted of (i) $250 milhon
principal amount of Floating Rate Senior Notes due 2011 (the "Holdings Floating Rate Notes"), (ii) $397 milfion principal amount at maturity of 9.5% Senior Discount
Notes due 2014, which had an initial issuance discount of$147 million (the "Holdings Discount Notes") and (iii) $200 million principal amount ofFloating Rate Senior
PIK Notes due 2014 (the "Holdings PIK Notes", and collecfively, the "Holdings Notes").

In connection with the Initial Common Stock Offering, we used $517 million ofpmceeds from the offering along with $57 million of available cash to redeem
certain of the Holdings Notes outstanding. As of September 30, 2005, Holdings had $174 million of debt on its balance sheet relating to such secmities, net of issuance
discounts.

The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date thmugh the redemption date, the notes bore interest at a
quarterly fioating rate based on three-month LIBOR rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning on March 15, 2005.

The Holdings Discount Notes were issued at a discount and had an initial accreted value of$630.02 per $1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required. However, interest accrues on the Holdings Discount Notes in the form of an increase in the accreted value
of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter, cash interest
on the Holdings Discount Notes is payable semiannually at a fixed rate of 9.5% per annum. The Holdings Discount Notes inature on December 15, 2014. The Company
mdeemed 35% of the Holdings Discount Notes on June 15, 2005.

The Holdings PIK Notes wctu redeemed in full on June 15, 2005. From the date of issuance through the date ofredemption, the notes bore interest at a semi-
annual floating rate based on six-month LIBOR rates plus a margin equal to 7%. Interest was accrued in the form of additional PIK notes at the election of the
Company. Such amounts were also repaid in connection with the redemption.

In connection with the redemption of the Holdings Floating Rate Notes and 35% of the Holdings Discount Notes, we were required to pay redemption premiumsof $ 10 million and $9 million, respectively, which we paid on June 15, 2005. We also wrote off the remaining balance of debt-issuance costs of $12 million related tothe notes redeemed and the remaining unamortized original issue discount of $4 million related to the Holdings PIK Notes. These amounts were recorded as a loss onthe repayment of the notes in the consolidated statement ofoperations for the year ended September 30, 2005.

We were also required to pay all accrued interest as of the redemption date related to the Holdings Notes that were redeemed. This amount consisted of $5million related to the Holdings Floating Rate Notes, $9 million related to the Holdings PIK Notes, and $4 million in accreted value of the 35% ofHoldings Discount
Notes redeemed. These amounts have been expensed in the consolidated statement ofoperations for the year ended September 30, 2005.

Termination ofManagement/Monitoring Agreement

As described in Note 20 to our audited consolidated financial statements included herein, we entered into a management monitoring agreement (the'7vfanagement Agreement") with the Investor Group in connection with the Acquisition.
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Under the Management Agreement, we were required to pay the Investor Group an aggregate annual fee of $10 million per year (the Periodic Fees") in
consideration for ongoing consulting and management advisory services. In addition, in the case of future services provided in connection with any future acquisition,
disposition, or financing tmnsactions involving the Company or its subsidiaries, the Management Agreement required the Company, Holdings and Acquisition Corp. to
pay the Investor Gmup an aggregate fee of one percent of the gmss transaction value of each such transaction ("Subsequent Fees"). The Management Agreement also
requires the Company, Holdings and Acquisition Corp. to pay the reasonable expenses of the Investor Gmup in connection with, and indemnify them for liabilities
arising from, the Management Agreement, the Acquisition and any related transactions, their equity investment in the Company, Holdings or Acquisition Corp., their
operations, and the services they provide to the Company, Holdings and Acquisition Corp.

The Management Agreement provided that it would continue in full force aud effect until December 30, 2014, provided, however, that the Investor Group could
cause the agreement to terminate at any time. In the event of the termination of the Management Agreement, the Company, Holdings and Acquisition Corp. were
required by the terms of the agreement to pay each of the Investor Group any unpaid portion of the Periodic Fees, any Subsequent Fees and any expenses due with
respect to periods pdor to the date of termination plus the net present value (using a discount rate equal to the then yield on U.S. Treasury Securities of like maturity) of
the Periodic Fees that would have been payable with respect to the period from the date of termination until December 30, 2014.

The Investor Group terminated the Management Agreement and on May 16, 2005, we paid the Investor Group a $73 million termination fee, which was
reflected in our statement ofoperations for the fiscal year ended September 30, 2005.

Stock-based Compensation

Effective March 1, 2004, in connection with the Acquisition, the Company adopted the fair value recognition provisions of FASB Statement No. 123,
"Accounting for Stock-Based Compensation" ("FAS 123") to account for all stock-based compensation plans adopted subsequent to the Acquisition. Under the fair
value recognition pmvisions ofFAS 123, stock-based compensation cost is measured at the gmnt date based on the fair value of the award and is recognized as expense
over the vesting period.

Prior to the Acquisition, certain employees of Old WMG participated in various Time Warner stock option plans. In accordance with Accounting Princip!es
Board Opinion No, 25, "Accounting for Stock Issued to Employees" ("APB 25") aud related interpretations, compensation cost for stock options or other equity-based
awards granted to employees was recognized in income based on the excess, ifany, of the quoted market price of the stock at the grant date of the award over the
amount an employee must pay to acquire the stock. Generally, the exercise price for stock options granted to employees equaled or exceeded the fair market value of
Time Warner common stock at the date of grant, thereby resulting in no recognition of compensation expense by Old WMG.

We recognized $25 million of stock-based compensation expense in the twelve months ended September 30, 2005, compared to $1 million in the twelve months
ended September 30, 2004.

Lava Records Restructuring

The co-chairman ofThe Atlantic Records Gmup left our employ in August 2005 and we acquired the remaining interest of the Lava Records joint venture. As aresult, in order to streamline our operations, we integmted the Lava operations into the operations ofThe Atlantic Records Gmup. In connection with the integration,certain employees were involuntarily terminated and certain artist contracts were terminated, which resulted in the recognition of$7 million in restructuring costs andwe also incuiied other non-recurring charges of$24 milhon, specifically related to the departure of the co-chairman of The Atlantic Records Gmup and the expensingof certain other amounts, in the twelve months ended September 30, 2005. Approximately $20 million of these charges were non-cash.
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Settlement

We recorded $5 million ofexpense related to the settlement of a government investigation into mdio promotion practices by New York State Attorney General
Eliot Spitzer in the twelve months ended September 30, 2005.

RESULTS OF OPERATIONS

Twelve Months Ended September 30, 2005 Compared to Twelve Months Ended September 30, 2004

The following table summarizes our historical results of operations. The financial data for the twelve months ended Septetnber 30, 2005 and the seven months
ended September 30, 2004 have been derived fmm our audited financial statements included elsewhere herein and the financial data for the five months ended
February 29, 2004 are unaudited and an: derived fmm the audited financial statements included elsewhere herein. See "Change in Fiscal Year and Basis of
Presentation™ presented earlier herein for a discussion of the use of financial information for the combined twelve-month period ended September 30, 2004.
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Consolidated Historical Results

Revenues

Our revenuesin~ 2% to $3.502 biHion for the twelve months ended September 30, 2005, compared to $3.437 billion for the twelve months ended
September 30, 2004. Excluding a $106 million benefit of foreign currency exchange rates, total revenue declined by $41 million. Digital revenues increased signiHcantly Rom $36 million in the twelve months ended September 30,2004 to $157 million in the twelve months ended September 30,2005. The increases in digital
revenues resulted fmm our efforts to build our digital business, including efforts to further monetize existing content through new formats and new distribution channels
and the development and increased consumer usage of legal, online distribution channels for the music industry. International operations represented $1.827 bilHon of
consolidated revenue for the twelve months ended September 30, 2005, compared to $1.825 billion of consolidated revenues for the twelve months ended
September 30, 2004, comprising 52% and 53% of total revenues, respectively. See "Business Segment Results" presented hereinafter for a discussion of revenues by
business segment.

Cost ofrevenues

Our cost ofrevenues was $1.850 billion for both the twelve months ended September 30, 2005 and 2004. Expressed as a percentage of revenues, cost of
revenues was approximately 53% and 54% for the twelve months ended September 30, 2005 and 2004, respectively. Excluding the negative impact of foreign currency
exchange rates, product costs decreased by $8 million, primarily due to the increased usage ofdigital distribution channels which were more profitable as the absence of
certain manufacturing and distribution costs create a better contribution margin. Artist and repertoire costs declined from the prior twelve-month period by $28 million,
which was primarily due to pre-acquisition write-offs of advance royalty payments deemed to be umecoverable, offset by an increase in royalty expense due to changesin product mix and increases in sales. Licensing expense also decreased as a result of declines in certain areas ofour Music Publishing business.

Selling, general and administrative expenses

Our selHng, general and administrative expenses increased by $14 million to $1.301 biHion for the twelve months ended September 30, 2005, compared to
$1 287 billion for the twelve months ended September30, 2004. Expressed as a percentage of revenues, selling, general and administrative expenses were 37% for bothof the twelve months ended September 30, 2005 and 2004. The increase in selling, general and administrative expenses relates primarily to certain non-recumng
expenses that occurred in 2005, including (i) $29 million in compensation expense, consisting of a $10 miHion one-time bonus to employees related to the Company's
Initial Common Stock Offering and $19 million ofone-time payments to holders of the Company's restricted stock and stock options, primarily to compensate them forcertain amounts related to stock awards issued at prices that were below fair value at the grant date and (ii) $24 million of expense in the quarter ended September 30,2005, related to the departme of the co-chairman of The Atlantic Records Group and the expensing of certain amounts paid in connection with the acquisition ofLavaRecords. Additionally, our expense zelated to our stock-based awards increased by $24 million to $25 million for the twelve months ended September 30, 2005, ascompared to $1 million for the twelve months ended September 30, 2004. Excluding the impact of the items previously described and the negative impact of foreigncurrency exchange rates of$29 million, selHng, general and administrative expenses in the twelve months ended September 30, 2005 decreased $92 million ascompared to the twelve months ended September 30, 2004, and were approximately 34% of total revenues. This decrease in selHng, general and administrative
expenses related primarily to (i) reductions in sales and marketing costs of $59 miHion, primaiHy as a result of our cost-savings initiatives completed in 2005 inconnection with our restructuring plan, (ii) reductions in distribution costs of $25 million due to the decline in year over year physical sales as well as the increase insales through digital distribution.methods, lower bad debt expense and the impact ofour cost-savings initiatives and (iii) a decrease in depreciation of $16 million due tolower post-Acquisition capital spending and lower depreciation of software development costs in the current year.
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Loss on termination ofmanagement agreement

Concurrent with our Initial Common Stock Offering, the Investor Group terminated the Management Agreement. Under the Management Agreement, we were
required to pay the Investor Gmup annual fees in considemtion for ongoing consulting and management advisory services and transaction based fees for services
pmvided in connection with any future acquisition, disposition, or financing. The Investor Gmup terminated the Management Agreement on May 10, 2005 and on
May 16, 2005, we paid a $73 million termination fee.

Restructuring costs

We recognized $7 million in restructuring costs in the twelve months ended September 30, 2005 compared to $34 million in restructunng costs in the twelve
months ended September 30, 2004. The restructuring costs recognized in 2005 related to termination benefits paid to certain employees who were involuntarily
terminated and the costs of terminating certain artist contracts. These activities occurml in connection with the integration ofLava Records'perations into the
operations ofThe Atlantic Records Gmup subsequent to our acquisition of the remaining interest in the Lava Records joint venture. The restructuring costs in 2004
principally rehted to costs associated with the implementation ofa cost-savings incentive compensation plan designed to incentivize management to reduce operating
costs.

Reconciliation ofConsotulated Historical OIBDA to Operating Income (Loss) aruiNet Loss

As previously described, we use OIBDA as our primary measure of financial perfonnance. The following table reconci'les OIBDA to operating income (loss),
and further pmvides the components Rom operating income (loss) to net loss for purposes of the discussion that follows (in millions):
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Twdve Month

Ended
September 30,

2005

Twelve Months
Ended

September 30,
2004

Seven Months
Ended

Sepiember30,
2004

Five Months
Ended

February 29,
20M

(audiied) (mmudiied) (audited) (unaudited)
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Impairment ofgoodwill and other intangible assets — (1,019) — (1,019)
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Equity in the losses of equity-method investees, net (1) (13) (2)
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(11)
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(7)

Income tax expense
(55) (150) (30) (120) .

OIBDA

Our OIBDA decreased to $322 milHon for the twelve months ended September 30, 2005, compared to $333 million for the twelve months ended September 30,2004. Expressed as a percentage of revenues, total OIBDA
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margin was 10% forboth the twelve months ended September 30, 2005 and 2004. The decxease in OIBDA was primarily a result ofcertain one-time items, including
(i) the $73 million loss on termination of the Management Agreement described above, (ii) $10 milHon of one-time bonuses paid in connection with the initial public
offering, (iii) $19 million ofone-time payments associated with our xestricted stock and stock option awards granted at prices below fair value, (iv) $24 million of non-
xecumng charges incurred in connection with the depaxtme of the co-chairman of The Atlantic Records Group and the expensing of certain amounts paid in connection
with the acquisition of the remaining interest in the Lava Records joint venture, as well as a $24 million increase in stock-based compensation expense. Excluding the
one-time items, the increase in stock-based compensation, and a decrease in restructuring costs of $27 milHon, OIBDA for the twelve months ended September 30,
2005 as compaxed to the twelve months ended September 30, 2004 increased by $112 million, which was primarily related to the decreases in costs ofrevenues and
selling. general and administrative expenses discussed above and expressed as a percentage of revenues, total OIBDA margin was 14%. See "Business Segment
Results" presented hereinafter for a discussion ofOIBDA by business segment.

Depreciation expense

Our depreciation expense decmased by $16 miHion to $51 miflion for the twelve months ended September 30, 2005, compared to $67 million for the twelve
months ended September 30,2004. The decrease was principally related to lower post-Acquisition capital spending and lower depreciation of software development
costs in the current year.

Amortization expense

Our amortization expense decreased by $14 million to $187 million for the twelve months ended September 30, 2005 compared to $201 million for the twelve
months ended September 30, 2004. The decrease related to the new basis of accounting recorded in connection with the Acquisition, which resulted in a lower
revaluation of the historical cost bases ofour identifiabl intangible assets. This was offset, in part, by the acquisition of additional recorded music catalog, music
publishing copyrights and artist contracts during 2005.

Impairment ofgoodwill and otherintangible assets

We xecognized impairment charges to reduce the carrying value ofgoodwifl and other intangible assets of $1.019 billion during the twelve months ended
September 30, 2004. Such amounts primarily reflected declines in the valuation of music-related businesses due largely to the industry-wide effects of piracy and were
recorded in November 2003.

Operating income (loss)

Our operating income for the twelve months ended September 30, 2005 was $84 million compared to an operating loss of $954 million for the twelve months
ended September 30, 2004. This improvement was primarily due to an impairment charge of $1.019 billion, recorded in November 2003, to reduce the carrying value ofour goodwill and other intangible assets to fair value. Additionally, the prior twelve-month period reflected an additional $27 million of restructuring costs as comparedto the current twelve-month period, as descxibed above. Although our operating income incxeased as a result of these non-xecuxring items in the prior twelve-month
period, our fiscal year 2005 operating income included the effect of certain one-time items, including (i) the $73 million loss on termination of the Management
Agreement described above, (ii) $10 million of one-time bonuses paid in connection with the initial public offering, (iii) $19 million of one-time payments associatedwith our restricted stock and stock option awards gmnted at prices below fair value and (iv) $24 miflion ofnon-recumng charges incurred in connection with thedepartme of the co-chairman of The Atlantic Records Group and the expensing of certain amounts paid in connection with the acquisition of the remaining interest inthe Lava Records joint venture, as well as a $24 miHion increase in stock-based corapensation expense. Excluding the one-time items, the increase in stock-based
compensation, and the decrease in

43



Table of Contents

restructuring costs and impairment charges previously discussed, operating income for the twelve months ended September 30, 2005 as compared to the twelve months
ended September 30, 2004 increased $ 142 million, which was primarily related to the decreases in costs of revenues and selling, general and administrative expenses
discussed above. See "Business Segment Results" presented hereinafter for a discussion of operating income (loss) by business segment.

Inrerestexpense, net

Our net interest expense increased to $182 million in the twelve months ended September 30, 2005, compared to $82 million for the twelve months ended
September 30, 2004. The increase in interest expense is due to higher average debt balances in 2005 as compared to 2004, primarily due to the financing of the
Acquisition in March 2004, the April 2004 refinancing, the borrowing of an additional term loan in May 2005 and the new debt issued by Holdings ofapproximately
$696 million in December 2004, offset by the subsequent repayment of all but appmximately $170 million of the Holdings Notes in June 2005. See "—Financial
Condition and Liquidity" for more information.

Net invesrmenr-rela!ed gains (losses)

We recognized a $1 million investment-related gain for the twelve months ended September 30, 2005 primarily related to the sale of our interest in an equity-
method investment. For the twelve-months ended September 30, 2004, we recognized $9 million of uet investment-related losses principally related to reductions in the
carrying values ofcertain equity-method investments.

Deal-related transaction and other costs

During the twelve months ended September 30, 2004, in connection with the Acquisition and Time Warner's prior pursuit of other strategic venhues or
dispositions, including our businesses, that did not occur, we incurred $63 million ofcosts. These costs consisted of (i) $23 million ofuansaction costs, primarily relating to legal, accounting and investment-banldng fees, (ii) a $15 million loss in connection with the pension curtailment for employees covered under Time
Warner's U.S. pension plans that ultimately occurred upon the closing of the Acquisition and (iii) a $25 million loss relating to certain executive contractual obligations
that were ultimately triggered upon the closing of the Acquisition.

Equity in the losses ofequity-method investees, net

Our equity in the losses of equity-method investees was $ 1 million for the twelve months ended September 30, 2005, compared to $13 million for the twelve
months ended September 30, 2004. The lower losses principally related to the fact that certain ofour former loss-generating investees, such as our former interest in
MusicNet, were retained by Time Warner and were not part of the assets acquired by us in the Acquisition.

Loss on repayment ofHoldings Notes

In June 2005 we redeemed all of the outstanding Holdings Floating Rate Notes, all of the outstanding Holdings PIK Notes and 35% of the outstanding Holdings
Discount Notes. In connection with the redemption, we paid approximately $19 million ofredemption premiums and wrote off appmximately $12 million related to the
carrying value of the unamortized debt issuance costs related to our Holdings Notes and approximately $4 million related to the carrying value of the unamortized
discount on the issuance of the Holdings Notes. See "—Financial Condition and Liquidity" for more information.

Loss on repayment ofbridge loan

We recognized a $6 milHon loss during the twelve months ended September 30, 2004 to wriite off the carrying value of the unamortized debt issuance costs
related to our bridge loan, which we repaid in April 2004.
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Unrealized gain (loss) on warrants

We recognized a $17 million unrealized gain in the twelve months ended September 30, 2005, compared to a $120 miHion unrealized loss in the twelve months
ended September 30, 2004 on stock warrants issued to Time Warner in connection with the Acquisition. In connection with the Company's Initial Common Stock
Offering in May 2005, we repurchased the thee-year warrants at a cost of appmximately $ 138 miHion, which approximated fair value at that date.

Minority interest expense

We recognized minority interest expense of $5 million for the twelve months ended September 30, 2005, compared to $ 14 milHon for the twelve months ended
September 30, 2004. This expense related to dividends on preferred stock ofHoldings that was held directly by the Investor Group and was issued in connection wiith
the initial funding of the purchase price for the Acquisition effective March 1, 2004. The preferred stock was fully repaid in December 2004 from the pmceeds of the
Holdings Notes.

Otherincome (expense), net

We recognized other income of $7 nuHion for the twelve months ended September 30, 2005, compared to other expense of$11 million for the twelve months
ended September 30,2004. Otherincome includes gains and losses related to foreign currency exchange mtes movements; associated with intercompany receivables
and payables that aie not ofa long-term investment nature, and as such, are required by U.S. GAAP to be reported in the statement of operations.

income tax expense

We pmvided income tax expense of$55 miHion for the twelve months ended September 30, 2005 compared to $150 miHion for the twelve months ended
September 30, 2004. The income tax pmvisions am not entirely comparable due to the changes in our tax profile that occurred in connection with the Acquisition. Prior
to the closing of the AcquisiYion, we were a member of the Time Warner U.S. consolidated tax group aud were able to recognize deferred tax benefits on U.S. domestic
tax losses incurred. However, in connection with the Acquisition, our membership in the Time Warner U.S. consolidated tax gmup terminated along with our abiTity to
xecognize these deferred tax benefits. Accordingly, the income tax expense in 2005 primarily relates to the tax pmvisions on foreign income. There was no offsetting
income tax benefit in 2005 on U.S. aud certain foreign jurisdiction tax losses incurred due to the uncertainty of the malization of those deferred tax assets.

Net loss

We recognized a net loss of $169 million for the twelve months ended September 30„2005, compared to a net loss of $1,422 billion for the twelve months ended
September 30, 2004. The decrease in net loss relates primarily to the impairment charge recorded in the twelve months ended September 30, 2004 of $1.019 billion. Thetwelve months ended September 30, 2005 mfiect the effects of certain one-time items, including (i) the $73 million loss on termination of the Management Agreementdescxibed above, (ii) $10 miHion ofone-time bonuses paid in connection with the in*itiai public offering, (iii) $19 million ofone-time payments associated with ourxestricted stock and stock option awards granted at prices below fair value, (iv) $24 million ofnon-recurring charges incurred in connection with the departure of the co-chairman ofThe Atlantic Records Group and the expensing of certain amounts paid in connection with the acquisition of the mmaining interest in the Kava Recoxdsjoint ventuxe and (v) the $35 million loss on repayment of the Holdings Notes described above. Excluding the one-time items included in the twelve months endedSeptember 30, 2005, the $24 million increase in stock-based compensation, the $27 million decrease in xestmctuxing, and the etTects ofone-time items included in thetwelve months ended September 30, 2004„which included (i) the impairment charges, (ii) the $6 miiHion loss on repayment of bridge loan described above and (iii) the$63 milHon ofdeal-xelated and other transaction costs described above, net income for the twelve months ended September 30, 2005 as compared to



Table of Contents

the twelve months ended September 30, 2004 increased $323 million. This increase is primarily related to the increases in operating income and u realized gains on
warrants aud the decrease in income tax expense, aH described above.

Business Segment Results

Revenue, OIBDA and operating income Joss) by business segment are as follows (in millions):

Successor Combined Successor

Twelve Months
Ended

September 30,
2005

Twelve Months
Ended

September 30,
2004

Seven Months
Ended

September 30,
2004

Five Months
Ended
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2004
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(1) OIBDA and operating income for the twelve months ended September30,2005 and 2004 have been reduced by $7 million and $34 miHion ofrestructuring costs,
respectively. Of such amounts, $7 million related to Recorded Music for the twelve months ended September 30, 2005 and $24 million related to Recorded
Music, $ 1 milHon related to Music PubHshing, and $9 miHion related to Corporate for the twelve months ended September 30, 2004.

Recorded Music

Recorded Music revenues increased by $65 miHion to $2.924 biIHon for the twelve months ended September 30, 2005, compared to $2.859 billion for the twelvemonths ended September 30, 2004. Recorded Music revenues represented approximately 83% ofconsolidated revenues for the twelve months ended September 30,2005 and 2004. The increase in Recorded Music revenue was primarily due to the increase in digital sales of $105 milHon to $137 million in the twelve months ended
September 30, 2005. The increase in revenues fiom the sale ofmusic in digital formats related to the development and Increased consumer usage of legal, online distribution channels for the music industry. For the twelve months ended September 30, 2005, digital sales increased to 5% ofRecorded Music revenues. Digital salesin the U.S. increased by $79 million to $105 million or 7% of U.S. Recorded Music revenues, and more than offset the decline in fiscal 2005 U.S physical unit sales.
International sales of music in digital formats rose by $26 miHion to $32 million or 2% of international Recorded Music revenues.

Excluding the increase in digital sales and an appmxirnate $86 million favorable impact of foreign ctmency exchange mtes, physical sales of Recorded Musicformats declined by approximately $124 million in the twelve
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months ended September 30, 2005 as compared with the twelve months ended Septeinber 30,2004. The decline reflected the continued impact of industry-wide piracy,
particularly in our international Recorded Music Business where $111 miflion of this decline occurred.U.S. Recorded Music experienced a less significant decline in
physical sales of $13 million, primarily due to numemus key commercial releases in the twelve months ended September 30, 2005 that sold in excess ofone million
units, including albums from artists such as James Bhnt, Luis Miguel, Michael Bubl(s„Rob Thomas, Simple Plan, T.I., Faith Hill and Mke Jones.

Recorded Music OIBDA increased by $114 million to $380 million for the twelve months ended September 30, 2005, compaxed to $266 miflion for the twelve
months ended September 30, 2004. Expxessed as a percent of Recorded Music revenues, Recorded Music OIBDA was 13% and 9% for the twelve-month periods ended
September 30, 2005 and 2004 xespectively. Excluding a $1 million benefit of foreign currency exchange rates Recorded Music OIBDA beneflted principally from the
revenue increases described above, and fmm decreases in expenses including (i) a decrease in variable selling and marketing expenses of $58 million as a result of our
cost savings initiatives, (ii) a decrease in artist and repertoire costs of $34 miflion, as the prior year reflected pxe-acquisition write-offs of advance royalty payments
deemed to be unrecoverable and (iH) a decxease in distribution costs of $25 million due to the decline in year over yearphysical sales, the increases in sales in digital
formats, lower bad debt expenses and the impact of cost-savings initiatives. These benefits were offset by (i) $20 million of one-time compensation expenses related to
employee bonuses paid in connection with the Initial Common Stock Offering and payments associated with our xestricted stock and stock option awards granted at
prices below fair value and (ii) $24 million of non-recurring charges incuned in connection with the departure of the co-chairman of The Atlantic Records Group and
the expensing of certain amounts paid in connection with the acquisition of the remaining interest in the Lava Records joint venture. Excluding these items and a $17
million decrease in restructuring costs, Recorded Music OIBDA increased by $141 million to $431 miHion and was 15% ofRecorded Music revenues for the year
ended September 30, 2005.

Recorded Music opemting income was $215 miHion for the twelve months ended September 30, 2005, compared to an operating loss of $934 million for the
twelve months ended September 30, 2004. Recorded Music operating income (loss) included the following components:
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The $934 million operating loss in the prior twelve-month period reflects an impairment charge of $ 1.019 biHion recorded to reduce the carrying value ofour
goodwill and other intangible assets to fair value. Excluding this charge, operating income for the twelve months ended September 30, 2005 improved by $ 130 miflion.This improvement related to a decrease in depreciation of$13 million, a decrease in amortization of $3 miflion, and the $ 114 million increase in OIBDA described
above.

bfusic Publishing
4

Music Publishing revenues increased by $6 million to $607 million for the twelve months ended September 30, 2005, compared to $601 million for the twelvemonths ended September 30, 2004, and represented approximately 17% ofconsolidated revenues for the twelve months ended September 30, 2005 and
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2004. After a benefit from the favorable impact of foreign currency exchange rates of $20 million, Music Publishing revenues declined by $ 14 million. This decline
primarily related to a $15 million decrease in revenues as a result of the sale of our printed sheet music business to a thhd party on May 31, 2005.

Excluding print revenues through the sale date of $35 miHion, Music Publishing revenues for the twelve months ended September 30, 2005 consisted of
mechanical revenues of $258 milHon, performance revenues of $192 million, synchmnization revenues of $97 million, $20 million of digital revenues and other
revenue of $5 miHion. Music Publishing digital revenues grew by $16 million, to $20 million, as compared to $4 milHon for the twelve months ended September 30,
2004. Excluding the impact of foreign currency, synchronization revenues increased by approximately $18 million due to favorable market opportunities, such as
movie, video game and advertisement deals and continued increases in sales in newer formats. This increase was offset by decreases in perfonnance revenues and
mechanical revenues of $16 million and $4 milHon, respectively. These declines were a direct result of the decline in physical sales, timing of artist and repertoire
investments as well as fewer key commercial releases in prior periods.

Music PubHshing OIBDA decreased to $141 million for the twelve months ended September 30, 2005, compared to $144 million for the twelve months ended
September 30, 2004. Excluding a $2 million benefit fmm changes in foreign currency exchange rates and $1 million of one time compensation expenses related to
employee bonuses paid in connection with the Initial Common Stock Offering, OIBDA was principaHy impacted by the revenue decreases explained above, offset by
reduced costs as a result ofom'continued cost-savings initiatives.

Music Publishing operating income increased to $82 million in the twelve months ended September 30, 2005, compared to $74 million in the twelve months
ended September 30, 2004. Music Publishing operating income includes the following components:
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(36)

The $8 miHion increase in operating income related to an $11 miffion decrease in depreciation and amortization offset by the $3 million decrease in OIBDA described above.

Corporate expenses

Corpomte expenses before depreciation and amortization expense increased by $122 million to $199 million for the twelve months ended September 30, 2005,
compaied to $77 million for the twelve months ended September 30, 2004. Corporate expenses for the twelve months ended September 30, 2005 include (i) a $73
million loss on termination ofmanagement agreement, more fully described above, (ii) $8 million ofone-time compensation expenses consisting ofa one-time bonus to
employees related to the Company's Iriitial Common Stock Offering and one-time payments to holders of restricted stock and stock options primarily to compensate

0 them for certain amounts related to stock awards issued at prices that were below fair value at the grant date and (iii) a $5 million increase in stock-based compensation
expense. Additional increases resulted fmm higher professional and legal costs associated with pending litigation and investigations and Sarbanes-Oxley compliance
und higher costs associated with operating as an independent company.
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Ten Months Ended September 30, 2004 Compared to Ten Months Ended September 30, 2003

The following table summarizes our historical results of operations. The financial data for the seven months ended September 30, 2004 and the three months
ended Februaiy 29, 2004 have been derived fmm our audited financial statements included elsewhere herein. The financial data for the ten months ended September 30,
2003 are unaudited and are derived Rom the audited financial statements included elsewhere herein. See "Change in Fiscal Year and Basis ofPresentation" presented
earlier herein for a discussion of the use of financial information for the combined ten-month period ended September 30, 2004.
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(1) Includes depreciation expense of: $36 million for the seven months ended September 30,2004, $ 16 million for the three months ended February 29,2004,

$52 million for the ten months ended September 30, 2004 and $71 miHion for the ten months ended September 30, 2003.
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Consolidated Pro Fonna Results

As previously discussed, the above table presents our histoxical operating results separately for each of the pre-acquisition, three-month period ended
February 29, 2004 and the post-acquisition, seven-month period ended September 30, 2004. As such, it does not xeflect aH of the significant effects of the Transactions
on our operating xesults for the entire combined ten-month period ended September 30, 2004. Had the Tmnsactions occurred on December 1, 2003, our pro forma
results for the ten months ended September 30, 2004 would have been as foHows:

Pro Forms
Ten Months Ended
September 30, 2004

Hn ndtlions nnsndited)

uCR: Illl0 i!i'" '= "'": "'ll-: '':: ' " ",,- -'::. i'l l'' "...:-" " ":"* '"': -. """ "'"'"'''' " '"'"' ' " "'Vl
A discussion ofour consolidated historical results follows.

Consolidated Historical Results

Revenues

Our revenues increased to $2.548 billion for the ten months ended September 30, 2004, compared to $2A87 billion for the ten months ended September 30,2003. The increase was largely driven by a $20 million increase in Recorded Music revenues and a $38 million increase in Music Publishing revenues.

Recorded Music revenues benefited principally from a $110 million favorable impact of foreign currency exchange rates, and an approximate $30 mHli*on
increase in revenues from digital sales of Recorded Music product relating to the development and increased consumer usage of legal, online distribution channels foxthe music industry. These benefits moxe than offset a decline in physical worldwide music sales due to the continuing industry-wide impact ofpimcy, lower salesvolume associated with a fewer number ofkey commercial xeleases that sold in excess of one million units and the effects from our cost-savings initiative to consolidatetwo of our U.S. record labels. SubstantiaHy aH of the decline in physical worldwide music sales resulted from lower unit sales volume.

Music Publishing revenues beneHted principally from a $33 million favorable impact of foreign currency exchange xates and an aggregate $ 15 milHon incxeasein mechanical, performance and synchronization royalties. These benefits more than offset a $10 million decline in xevenues from the sale ofprint-related products
partiaHy xelating to the closure of certain of our smaller pxint operations in connection with our cost-savings initiatives.

See "Business Segment Results" presented hereinafter for a discussion ofxevenues by business segment.

Cost ofrevenues

Our cost of revenues decreased to $1359 bHHon for the ten months ended September 30, 2004, compaxed to $1A49 billion for the ten months endedSeptember 30, 2003. Expressed as a percentage of revenues, cost of revenues was approximately 53% for the ten months ended September 30, 2004,'ompared to 58%fox the ten months ended September 30, 2003. The decrease in cost of revenues principally related to appmximately $98 million of lower manufacturing costs due, inpart, to lower pricing under the new Cinram agreements that went into effect in October 2003, approximately $88 million of lower axtist and repertoire-re'lated costs
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associated with our lower sales volume and cost savings associated with our restructuring plan that was implemented in 2004 in connection with the Acquisition. These
cost reductions were partially offset by an appmximate $90 million unfavorable impact of foreign currency exchange mtes.

Selling, general and administrative expenses

Our selling, general and administmtive expenses were $996 million for the ten months ended September 30, 2004, compared to $995 million for the ten months
ended'September 30, 2003. Expressed as a percentage of revenues, selling, general and administmtive expenses were appmximately 39% for the ten months ended
September 30, 2004, compared with 40% for the ten months ended September 30, 2003, Selling, general and administrative expenses increased as a result of an
appmximate $50 million unfavorable impact of foreign currency exchange rates, appmximately $6 million ofmanagement advisory fees paid to the Investor Gmup and
$43 million of higher corporate expenses as discussed further below, including higher costs associated with operating as an independent company. These increases were
offset by decreases due to lower marketing and divisional overhead costs associated with our cost-savings initiatives.

Restructuring costs

We recognized $26 million of restructuring related costs in the ten months ended September 30, 2004, compared to $27 million of restructuring related costs inthe ten months ended September 30, 2003. The testructuring costs in 2004 principally related to costs associated with the implementation ofa cost-savings incentive
compensation plan designed to incentivize management to reduce operating costs. The restructurin costs in 2003 principally related to reductions in worldwide
headcount, costs to exit certain leased facilities, and costs associated with the restructuring ofU.S. and Canadian distribution operations.

Reconciliation ofConsolidated Historical OIIIDA to Operating Income (Loss) and Net Loss

As previously described, we use OIBDA as our primary measure of financial performance. The following table reconciles OIBDA to operating income (loss),and further provides the components f(om opemting income (loss) to net loss for purposes of the discussion that follows (in millions):
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OIBDA

Our OIBDA increased to $219 million for the ten months ended September 30, 2004, compared to $75 miHion for the ten months ended September 30, 2003.
The increase related to a $150 milHon increase in Recorded Music OIBDA and a $37 milHon increase in Music Publishing OIBDA, offset in part by a $43 million
increase in Corporate expenses.

Recorded Music OIBDA benefited principaHy fmm lower marketing and overhead costs associated with our cost-savings initiatives, approximately $94 milHon
of lower manufacturing costs due, in part, to lower pricing under the new Cinram agreements that went into effect in October 2003, a $1 million favorable impact from
foreign currency exchange rates and the absence of a $12 million loss on the sale ofphysical distribution assets recognized in 2003, These benefits more than offset the
loss of margin contributions related to lower worldwide recorded music sales.

Music Publishing OIBDA benefited principally from lower overhead costs associated with our cost-savings initiatives, approximately $ 18 million of lower
advance write-offs and a $4 million favorable impact from foreign cunency exchange rates.

Corpomte expenses increased due to higher costs associated with operating as an independent company and a change in the allocation of corporate-related costs.
As discussed in Note 20 to the audited financial statements, $47 million ofcorporate-related costs were allocated in 2003 to Time Warner's former CD and DVD
manufacturing and printing operations because such operations were managed by Old WMG. Such operations were sold by Time Warner in October 2003, and
accordingly, such costs were no longer allocable. The incrementaHy higher level of costs was partially offset by lower overhead costs associated with our cost-savings
initiatives.

See "Business Segment Results" presented hereinafter for a discussion of OIBDA by business segment.

Depreciation expense

Our depreciation expense decreased to $52 million for the ten months ended September 30, 2004„compared to $71 milHon for the ten months ended
September 30, 2003, The decrease principally related to lower capital spending requirements and lower depreciation of software development costs.

Amortization expense

Our amortization expense decreased to $160 million for the ten months ended September 30, 2004, compared to $201 million for the ten months ended
September 30, 2003. The decrease related to the new basis ofaccounting recorded in connection with the Acquisition, which resulted in a lower revaluation of thehistoiicai cost bases of our identifiable intangible assets.

Operating income (loss)

Om'operating income increased to $7 miHion for the ten months ended September 30, 2004, compared to an operating loss of $197 million for the ten monthsended September 30, 2003. The improvement in opemting income related to a $144 miHion increase in OIBDA, a $19 million decrease in depxeciation expense, and a$41 million decrease in amortization expense, aH as previously described above. See "Business Segment Results" presented hereinaiter for a discussion of operatingincome IIoss) by business segment.

fnteresr expense, net

Our net interest expense increased to $82 million for the ten months ended September 30, 2004, compared to $5 million for the ten months ended September 30,2003. The increase primarHy related to the approximately $1.8 billion of debt issued in 2004 in connection with the capitalization of the Company.
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Net investment-related losses

We did not recognize any investment-related losses for the ten months ended September 30, 2004. However, for the ten months ended September 30, 2003, we
recognized $17 million ofnet investment-related losses. These losses principally related to reductions in the carrying values of certain equity-method investments.

Equity in the losses ofequity-method investees, net

Our equity in the losses ofequity-method investees was $4 million for the ten months ended September 30, 2004, compared to $32 million in the ten months
ended September 30, 2003. The lower losses partially related to the fact that certain of our former loss-generating investees, such as our former interest in MusicNet,
were retained by Time Warner and were not part of the assets acquired in the Acquisition,

Deal-related transaction costs

We did not recognize any deal-related transaction costs for the ten months ended September 30, 2004. However, for the ten months ended September 30, 2003,
we recognized $7 million of deal-related transaction costs. These costs primarily related to transaction costs associated with the prior pursuit ofother strategic ventures
or dispositions ofOld WMG's businesses in 2003 by Time Warner that did not occur.

Loss on repayment ofbridge loan

We recognized a $6 million loss during the ten months ended September 30, 2004 to write off the carrying value of the unamortized debt issuance costs related
to our bridge loan which we repaid in April 2004.

0 Unrealized loss on warrants

We recognized a $120 milHon umealized loss on stock warrants issued to Historic TW in connection with the Acquisition for the ten months ended
September 30, 2004. Because the ten-month period ended September 30, 2003 was pre-Acquisition, the stock warrants were not outstanding and no comparable chargewas tecogniized for that period.

Other expense, net

We recognized other expense„net, of $4 million for the ten months ended September 30, 2004, compared to other expense, net, of$10 million for the ten months ended September 30, 2003. The $4 million of costs in 2004 relate to unfavorable foreign currency exchange rate movements associated with intercompany receivablesand payables that are not ofa long-term investment nature, and as such, are required to be reported in the statement ofopemtions in accordance with GAAP. The
$10 million of costs in 2003 primarily related to losses on foreign currency exchange contracts that were used by Time Warner to hedge exposures to changes in foreigncurrency exchange rates. As discussed in Note 22 to the audited Financial statements included elsewhere herein, we are in the process ofevaluating our hedgingpractices and no signitlcant foreign exchange contracts were entered into in 2004.

Wnori ty interest expense

 We recognized minority interest expense of$14 million for the ten months ended September 30, 2004. This expense related to dividends on preferred stock ofHoldings that was held directly by the Investor Group and was issued in connection with the initial funding of the purchase price for the Acquisition. Because the ten-month period ended September 30, 2003 was pre-Acquisition, the subsidiary preferred stock was not outstanding and no comparable charge was recognized for thatperiod.

Income tax benefit (expense)

We provided income tax expense oF $47 million for the ten months ended September 30, 2004, compared to an income tax beneftt of$67 million for the ten months ended September 30, 2003. The income tax provisions
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and benefits are not entirely comparable due to the changes in our tax profile relating to the closing of the Acquisition. In particular, prior to the closing of the
Acquisition, we were a member of the Time Warner consolidated tax return and were able to recognize U.S.-based deferred tax benefits on domestic-source net
operating losses incurred. However, upon the closing of the Acquisition, our membership in the Time Warner consolidated tax group terminated along with our abiTity
to recognize similar, U.S.-based deferred tax benefits. Accordingly, the income tax expense in 2004 primarily related to the tax provisions on foreign-.source income.
'Ihere was no offsetting income tax benefit on domestic-source losses recognized in 2004 due to the uncertainty of realization of those deferred tax assets.

¹t loss

We recognized a net loss of $270 million for the ten months ended September 30, 2004, compared to a net loss of$201 million for the ten months ended
September 30, 2003. As described more fully above, the higher net loss in 2004 principally related to $14 milHon of higher minority interest charges, $77 million of
higher net interest costs, a $114 million higher income tax pmvision associated with the impmvement in pretax losses and $120 milHon of unreaHzed losses on the
warrants. These losses were offset, in part, by a $204 million increase in operating income (including $60 million of lower depreciation and amortization expense) and
$45 million of lower investment-related losses.

Business Segment Results

Revenue, OIBDA and operating income (loss) by business segment are as foHows (in milHons):

Successor Predecessor Combined Predecessor
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(I) OIBDA and operating income for the ten months ended September 30, 2004 have each been reduced by $26 million of restructtuing costs. Of such amount,
$17 million related to Recorded Music, $1 million related to Music Publishing, and $8 million related to Corporate. For the ten months ended September 30,
2003, OIBDA and operating income (loss) have each been reduced by $39 million of losses related to restructuring costs and the loss on the sale ofphysical
distribution assets. Ofsuch amount, $36 million related to Recorded Music and $3 mifiion related to Music Publishing.

54



Table of Contents

Recorded Music

Recorded Music revenues increased to $2.059 billion for the ten months ended September 30, 2004, compared to $2.039 billion for the ten months ended
September 30, 2003. Revenues benefited principally fmm a $110 million favorable impact of foreign currency exchange rates and an appmximate $30 million increase
in revenues fiom digital sales of recorded music product relating to the development and increased consumer usage of legal, online distribution channels for the music~ industry. These benefits more than offset a decline in physical worldwide music sales due to the continuing industry-wide impact ofpiracy, lower sales volume
associated with a fewer number ofkey commercial releases that sold in excess of one million units and the effects from our cost-savings initiative to consolidate two of
our U.S. record labels. Substantially aH of the decline in physical worldwide music sales resulted Irom lower unit sales volume.

Recorded Music OIBDA increased to $158 million for the ten months ended September 30, 2004, compared to $8 milHon for the ten months ended
September 30, 2003. The $150 million increase in OIBDA principaffy related to lower marketing and overhead costs associated with our cost-savings initiatives,
approximately $94 miffion of lower manufacturing costs due, in patt, to lower pricing under the new Cinram agreements that went into effect in October 2003, a
$1 million favorable impact from foreign currency exchange rates and the absence of $12 million loss on the sale of physical distribution assets recognized in 2003.

~ These benefits more than offset the loss of margin contributions related to lower worldwide recorded music sales.

Recorded Music operating income improved to $15 million for the ten months ended September 30, 2004, compared to a loss of $181 million for the ten months
ended September 30, 2003. Recorded Music operating loss included the following components (in mifiions):

Successor Predecessor Combined
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2004

Ten Months
Ended

September 30,
2004

Ten Months
Ended

September 30,
2003

( c(«( ( ((I (l, ( ((I (( ( ch(&

Depreciation and amortization (96) (47) (143) (189)

The $196 million impmvement in operating loss primarily related to the $ 150 million improvement in OIBDA discussed above and a $46 million decrease indepreciation and amortization expense. The decrease in depreciation and amortization expense principally related to $29 million of lower amortization resulting fmm alower revaluation of the historical cost bases ofouridentifiable intangible assets in connection with the aHocation ofpurchase price as part of the Acquisition. Inaddition, depreciation expense declined by $17 mfilion principally relating to lower capital spending requhements and lower depreciation of software developmentcosts.

Music Publishing

Music Publishing ievenues increased to $505 million for the ten months ended September 30, 2004, compated to $467 million for the ten months ended
September 30, 2003. Revenues benefited principaHy fmm a $33 million favorable impact of foreign currency exchange rates, and an aggregate $15 milHon increase inmechanical, performance and synchronization ruyaltie. These benefits more than offset a $10 million decline in revenues from the sale ofprint-related productspartially relating to the closure ofcertain ofour smaller print operations in connection with our cost-savings initiatives.

The aggregate $15 miHion increase in royalties noted above consisted ofa $4 million increase in mechanical royalties, a $6 miHion increase in synchronizationroyalties and a $5 million increase in performance royalties. Mechanical and synchronization revenues increased as a result of our breadth and number of top-
pe orming songs, as well as an increase in sales in newer formats, such as music DVDs and mobile phone ringtones. Performance revenues increased due in large part

If
to an increase in media channels.
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Music Publishing OIBDA increased to $125 million for the ten months ended September 30, 2004, compared to $88 million for the ten months ended
September 30, 2003. The $37 million increase in OIBDA principally related to lower overhead costs associated with our cost-saving initiatives, approximately
$ 18 milHon of lower advance write-offs and a $4 million favorable impact fiom foreign currency exchange rates.

Music Publishing operating income increased to $70 million in the ten months ended September 30, 2004, compared to $19 million in the ten months ended September 30, 2003. Music Publishing operating income includes the following components (in millions):

Successor Predecessor Combtned Predecessor

Seven
Months
Ended

September 30

2004

lluee Months
Ended

Februsrf 29a
2004

Ten Months
Ended

September 30,
2004

Ten Months
Ended

September 30,
2003

(sudited)

Dan ladon and naordaadon Odi (21) (55) (69)

(audited) (unsuduted) (unsudhtedj

iu g,tnco e.i"", ;:'"'-'.„,4:::i ':i: p:::::"!-:,:.":::s::: "'TTQg!"..-.'::,:; . iir::i a
ilgwu

The $51 million increase in operating income primarily related to a $ 14 million decrease in depreciation and amortization expense, and the $37 million increasein OIBDA discussed above. The decrease in depreciation and amortization expense principally related to $12 million of lower amortization expense resulting from alower revaluation of the historical cost bases of our identifiable intangible assets in connection with the allocation ofpurchase price as part of the Acquisition.

Corporate expenses

Coipomte expenses before depreciation and amortization expense increased to $64 million for the ten months ended September 30, 2004, compared to$21 million for the ten months ended September 30, 2003. Corporate expenses increased due to higher costs associated with operating as an independent company and achange in the allocation ofcorporate-related costs. As discussed in Note 20 to the audited financial statements, $47 million of corporal--relate.costS were allocated in2003 to Time Warner's former CD and DVD manufacturing and printing operations because such operations were managed by Old WMG. Such operations were soldby Time Warner in October 2003, and accordingly, such costs were no longer allocable. The incrementally higher level ofcosts was partially offset by lower overheadcosts associated with our cost-savings initiatives.

Corporate depreciation and amortization expense was $ 14 million in each period.

FINANCIAL CONDITION AND LIQUIDI1Y

Financial Condition at September 30,2005

At September 30, 2005, we had $2.246 billion ofdebt, $288 million ofcash and equivalents (net debt of$1.958 billion, defined as total debt less cash andequivalents) and $89 million ofshareholders'quity. This compares to $1.840 billion of debt, $555 million ofcash and equivalents (net debt of$1285 billion) and $280million of shareholders'quity at September 30, 2004. The increase in debt resulted from the issuance of $697 million ofHoldings debt in December 2004, ofwhich allbut $170 million was redeemed on June 15, 2005 (carrying value of$ 174 million as of September 30, 2005), and the borrowing of an additional $250 million of termloans under the Company's senior secured credit facility, offset by our quarterly repayment of our term loans under the senior secured credit faciTity.

The $ 191 million reduction in shareholders'quity that occurred during the twelve months ended September 30, 2005 principally related to a return of capital of$422 million paid in December 30, 2004 fmm the
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proceeds of the Holdings Notes, a return of capital of $50 million paid in installments in March and May of2005, a dividend of$100.5 million paid to our common
shareholders immediately prior the Company's Initial Common Stock Offering, a payment of the remaining preference amount of the Class L Common Stock of $85
miflion (after which, such stock converted to Class A Common Stock), the termination of the Management Agreement resulting in a $73 million termination fee and the
charges of $35 million incurred in relation to the repayment of certain of the Holdings Notes on June 15, 2005. Such reductions were offset, in part, by the Company's
Initial Common Stock Offering, which resulted in additional equity of $522 million.0
Casli Flows

The following table summarizes our historical cash flows. The financial data for the twelve months ended September 30, 2005, the seven months ended
September 30, 2004 and the year ended November 30, 2003 have been derived fmm our audited financial statements included elsewhere herein. The financial data for
the five and three months ended February 29, 2004 are unaudited and are derived fmm our interim financial statements. The financial data for the ten months ended
September 30, 2003 are unaudited and are derived fmm the audited financial statements included elsewhere herein. See "Change in Fiscal Year and Basis of
Presentation" presented earHer herein for a discussion of the use of financial information for the combined twelve-month and ten-month periods ended September 30, 2004.
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Operating A cavities

Cash pmvided by operations was $205 miflion for the twelve months ended September 30, 2005, compared to cash pmvided by operations of $438 million for
the twelve months ended September 30, 2004. The $233 million decrease in cash pmvided by operations resulted primarily fmm the payment of a $73 million fee as aresult of the termination of the Management Agreement and $88 million ofhigher interest payments associated with our leveraged capital structure. The decrease also
reflects cash paid of$10 million to our employees in connection with the our Initial Common Stock Offering and cash paid of$16 million for certain of the other one-
time special bonuses paid to certain holders of restricted stock and stock options, as well as the timing of the funding of our working capital requirements,

Investing Activities

57

Cash used in investing activities was $54 million for the twelve months ended September 30, 2005, compared to $2.646 biHion for the twelve months ended
September 30, 2004. The decrease in cash used in investing activities primarily related to the cash purchase price of $2.638 biflion, including transaction costs, paid in
connection with the Acquisition. Cash paid in investing activities for the twelve months ended September 30, 2005 primarily relates to amounts paid to acquire an
interest in Bad Boy Records, an additional interest in Maverick, cash paid to fund various investments and to acquire additional music publishing copyrights, offset bythe proceeds from the sale of our printed sheet music business. Cash used in investing activities also reflects $30 million of capital expenditures.
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Financing Activities

Cash used in financing activities was $416 million for the twelve months ended September 30, 2005, compared to $2.679 billion of cash provided for the twelve
months ended September 30, 2004. Cash flows from financing activities are not comparable fmm period to period. We began opemting as an independent company on
March 1, 2004. However, prior to March I, 2004, we were owned by Time Warner and, as such, afl ofour cash requirements were funded by Time Warner and Time

~ Warner received most of the cash genemted by us through a centralized cash management system or use of shared international cash pooling arrangements.
Consequently, except for principal payments on capital leases and certain net borrowings of third-party debt, which were not significant, all financing activities for the
historical 2004 period related to movement of cash between Time Warner and us.

Cash provided by financing activities for 2004 principally reflected activities to fund the purchase price paid in connection with the Acquisition, settle
intercompany receivables and payables for the period preceding the Acquisition, and modify our initial capital structure by returning a portion of the initial capital
contributed by the Investor Group. In particular, we bonowed $ 1.650 biflion, which was used primarfly to fund a portion of the purchase pdce paid in connection with
the Acquisition (including transaction costs) and to pay $78 million of financing-related debt issuance costs. We also received capital contributions of$1.250 billion
fmm the Investor Gmup to fund a portion of the purchase price paid in connection with the Acquisition. In April 2004, we refinanced certain of our debt at the
Acquisition Corp. level, including the repayment of the remaining balance of the bridge loan of$506 million, the issuance of the U.S. doHar and Sterling denominated
notes by Acquisition Corp. for approximately $650 million, and additional term loan borrowings under our senior secured credit faciTity of approximately $50 million.
With respect to the pie-acquisition, five-month period ended February 29, 2004, $290 million of net fimding was received by Time Warner and used, in part, to repay
$124 million of third-party indebtedness.

Cash used in financing activities for the twelve months ended September 30, 2005 primarily relates to the repayment ofa portion of the Holdings Notes for $574
million, quarterly term loan debt repayments of $14 million, the returns ofcapital and dividends paid to the Investor Group of $917 milHon, the $209 million
redemption of subsidiary preferred stock as part of the Holdings Refinancing, and $138 million paid to repurchase the tluee-year warrants fmm Time Warner. These
uses of cash were offset principally by $522 million ofnet proceeds after stock-issuance costs from the Company's Initial Common Stock Offering, $681 mi!Hon of net
proceeds after debt-issuance costs fmm the issuance ofHoldings debt as part of the Holdings Refinancing and $247 million of net proceeds afler debt-issuance costs
from the additional term loan borrowings under the senior secured credit facility.

Liquidity

Our primary sources of liquidity are the cash flow generated from our subsidiaries'perations, availabiTity under the $250 million fess $4 million of outstanding letters of credit as of September 30,2005) revolving credit portion of our senior secured credit facility and available cash and equivalents. These sources of liquidity are
needed to fund our debt service requirements, working capital requirements, capital expenditure requirements, regular quarterly dividends and the remaining one-time
costs associated with the execution of our restructuring plan. We believe that our existing sources of cash will be sufficient to support our existing operations over the
next twelve months.

As ofSeptember 30, 2005, our long-term debt consisted of$1.430 biflion ofborrowings (including $17 million ofdebt that is classified as a current obligation)
under the term loan portion ofour senior secured credit facility, $642 million ofAcquisition Corp. Subordinated Notes and $ 174 million ofHoldings Notes. There were
no borrowings under the revolving portion ofour senior secured credit facility as ofSeptember 30, 2005.

~ Senior Secured Credit Facility

The senior secured credit faciTity consists of a $1.430 billion outstanding term loan portion and a $250 miHion revolving credit portion. During the twelve
months ended September 30, 2005 we borrowed an additional
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$250 million under the credit faciTity, which resulted in an increase in the outstanding term loan balance as compared to September 30, 2004. The term loan portion of
the faciTity, including the $250 million of new boxmwings, matures in February 2011. We are xequired to prepay outstanding term loans, subject to certain exceptions
and conditions, with excess cash fiow or in the event of certain asset sales and casualty and condemnation events and incurrence ofdebt. We are required to make
minimum repayments under the term loan portion ofour faciTity in quarterly principal amounts of approximately $4.2 million thmugh November 2010, with a
remaining bafioon payment in February 2011. The revolving credit portion of the senior secured credit facility matures in February 2010. There are no mandatory
xeductions in bormwing availability for the revolving credit portion of the facility thmugh its term.

Bormwings underboth the term loan and xevolving cxedit portion of the senior secured credit facility cuxxently bear interest at a rate equal to an applicable
margin plus, at our option, either (a) a base rate determined by reference to the higher of (1) the prime rate ofBank of America, N.A. and (2) the federal funds rate plus'2 of 1% or (b) a LIBOR mte determined by reference to the costs of funds for deposits in the currency of such bormwing for the interest period relevant to such
bormwing adjusted for certain additional costs. As of September 30, 2005, the applicable margins with respect to base mte bormwings and LIBOR borrowings were
125% and 2.25%, respectively, for bormwings under the revolving credit faciTity. The applicable margins are variable subject to changes in certain leverage ratios. For
bormwings under the term loan faciTity, the margins with respect to the base rate boxmwings and UBOR boxmwings are 1.00% and 2.00%, respectively, but will be
0.75% and 1,75%, xespectively if the senior secured debt ofAcquisition Corp. is mted at least BB by SExP and Ba2 by Moody's.

In addition to paying interest on outstandiing principal under the senior secured credit facility, we are required to pay a commitment fee to the lenders under the
revolving credit faciHty in respect of the unutiTized commitments. The initial commitment fee rate was 05%. As of September 30, 2005, the commitment fee rate was
0375%. The commitment fee rate is variable subject to changes in certain of our leverage ratios. We also are required to pay customary letter of credit fees, as
necessary.

The senior secured credit facility contains a number of covenants that, among other things, restrict, subject to certain exceptions, our ability and the abiTity ofour subsidiaries to seH assets. incur additional indebtedness or issue preferred stock, repay other indebtedness, pay dividends and distributions orrepurchase capital stock,
cxeate liens on assets, make investments, loans or advances, make certain acquisitions, engage in mergers or consolidations, engage in certain transactions with
affiliates, amend certain xnaterial agreements, change the business conducted by us and enter into agreements that restrict dividends fmm subsidiaries. In addition, thesenior secured credit facTiity requires us to maintain the foHowing financial covenants: a maximum total leverage ratio and a minimum interest coverage ratio, bothtested quarterly, and a maximum annual capital expenditures limitation.

Senior Subordinated Notes ofAcquisition Corp.

Acquisition Corp. has outstanding two txanches of senior subordinated notes due 2014: $465 million principal amount of U.S. doHar-denominated notes andF100 million principal amount of Sterling-denominated notes (cofiectively, the "Subordinated Notes"). The Subordinated Notes mature on April 15, 2014. TheSubordinated Notes bear interest at a fixed rate of7 '/s % per annum on the $465 miHion dollar notes and 8 '/ s % per annum on the f100 million sterling notes. Theindenture governing the notes limits our ability and the abifity ofour restricted subsidiaries to incur additional indebtedness or issue certain preferred shares; to paydividends on or make other distributions in respect of its capital stock or make other restricted payments; to make certain investments; to sell certain assets; to createliens on certain debt without securing the notes; to consolidate, merge, seH or otherwise dispose of aH or substantially aH ofour assets; to enter into certain transactionswith affiliates; and to designate our subsidiaries as unrestricted subsidiaries. Subject to certain exceptions, the indenture governing the notes permits us and ourrestricted subsidiaries to incur additional indebtedness, including secured indebtedness, and to make certain restricted payments and investments.
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Holdings Notes

In December 2004, Holdings issued $847 million principal amount of debt. The $847 million principal amount ofHoldings* debt consisted of (i) $250 million
principal amount of Floating Rate Senior Notes due 2011 (the "Holdings Floating Rate Notes"), (ii) $397 million principal amount at maturity of95% Senior Discount
Notes due 2014, which had an initial issuance discount of$147 million (the "Holdings Discount Notes") and (iii) $200 million principal amount ofFloating Rate Senior
PIK Notes due 2014 (the "Holdings PIK Notes", and collectively, the "Holdings Notes").

In connection with the Company's Initial Common Stock Offering, we used $517 million ofproceeds fmm the offering along with $57 million of available cash
to redeem certain of the Holdings Notes outstanding. As of September 30, 2005, Holdings had $174 million of debt on its balance sheet relating to such securities, net of
issuailce discounts.

The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date through the redemption date, the notes bore interest at a
quarterly floating rate based on three-month LIBOR rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning on March 15, 2005.

The Holdings Discount Notes were issued at a discount aud had an initial accreted value of $630.02 per $1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required. However, inteiest accmes on the Holdings Discount Notes in the form of an increase in the accreted value
of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter, cash interest
on the Holdings Discount Notes is payable semiannually at a fixed rate of93% per annum. The Holdings Discount Notes mature on December 15, 2014. The Companyredeemed 35% of the Holdings Discount Notes on June 15, 2005.

The Holdings PIK Notes were redeemed in full on June 15, 2005. From the date of issuance through the date of redemption, the notes bore interest at a semi-
annual floating rate based on six-month LIBOR rates plus a margin equal to 7%. Interest was accrued in the form of additional PIK notes at the election of the Company. Such amounts were also repaid in connection with the redemption.

The terms of the indentures governing the Acquisition Corp. Subordinated Notes and Holdings Notes significantly restrict Acquisition Corp., Holdings and othersubsidiaries from paying dividends and otherwise transferring assets to us. For example, the ability ofAcquisition Corp. aud Holdings to make such payments is
governed by a formula based on 50% ofeach of their consolidated net income (which, as defined in the indentures governing such notes, excludes goodwill impairment
charges and any after-tax extraordinary, unusual or nonrecumng gains and losses) accruing from June 1, 2004 aud July 1, 2004, xespectively. In addition, as a conditionto making such payments to us based on such formula, Acquisition Corp. and Holdings must each have an adjusted EBITDA to interest exp'ense ratio of at least 2.0 to Iafter giving effect to any such payments. Acquisition Corp. may also make a restricted payment prior to April 15, 2009 if, immediately after giving pro forma effect tosuch restricted payment and any indebtedness incurred to finance such restricted payment, its net indebtedness to adjusted EBITDA ratio would not exceed 3.75 to Iand its net senior indebtedness to adjusted EBITDA ratio would not exceed 290 to 1. In addition, Holdings may make a restricted payment if, immediately after givingpro forma effect to such restricted payment and any indebtedness incurred to finance such restricted payment, its net indebtedness to adjusted EBITDA ratio would notexceed 4.25 to 1.0. Notwithstanding such restrictions, the indentures permit an aggregate of $45.0 million and $75.0 million of such payments to be made byAcquisition Corp. and Holdings, respectively, whether or not there is availability under the formula or the conditions to its use ale met. Acquisition Corp.'s seniorsecured credit agreement permits Acquisition Corp. to make additional restricted payments to Holdings, the pmceeds of which may be utilized by Holdings to makeadditional restricted payments, in an aggregate amount not to exceed $10.0 million (such amount subject to increase to $35.0 million if the leverage mtio as of the lastday of the immediately preceding four fiscal quarters was less than 4.0 to 1 and to $50.0 million if the leverage ratio as of the last day of the immediately preceding fourflscal quarters was less than 3.5 to I), and subject to further increase in an amount equal to 50% of
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cumulative excess cash flow that is not otherwise appfled pursuant to Acquisition Corp.'s senior secured credit agreement, and, in addition, permits Acquisition Corp. to
make restricted payments to Holdings, the pmceeds ofwhich may be utiTized by Holdings to make additional restricted payments not to exceed $90 mflhon in any fiscal
year, provided that the pmceeds of such restricted payments shall be applied soley to pay cash dividends on the common stock of Warner Music Group Corp.
Furthermore, Holdings'ubsidiaries will be permitted under the terms of Acquisition Corp.'s existing senior secured credit agreement, as it may be amended, and under
other indebtedness, to incur additional indebtedness that may restrict or pmhibit the making of distributions, the payment of dividends or the making of loans by such subsidiaries to Holdings.

Initial Common Stock Ogering

In May 2005, we completed the Initial Common Stock Offering. Prior to the consummation of the Initial Common Stock Offering, we, among other things,
renamed aII of our outstanding shares of Class A Common Stock as common stock and authorized an approximately 1,139 for I split of our common stock. We
contributed the net pmceeds fmm the Initial Common Stock Offering of $517 million to Holdings as an equity capital contribution. Holdings used all of such funds and
approximately $57 million ofcash received thmugh dividends &om Acquisition Corp. to redeem all outstanding Holdings Boating Rate Notes, all outstanding HoldingsPIK Notes and 35% of the aggregate principal amount of the outstanding Holdings Discount Notes, including redemption premiums and interest obligations through thedate of redemption.

Dividends

We intend to pay regular quarterly dividends on our common stock outstanding in an amount not to exceed $80 million per year. Any decision to declare and paydividends in the future will be made at the discretion of our boanl of directors and will depend on, among other things, our. results of operations, cash requirements,financial condition, contractual restrictions and other factors our board of directors may deem relevant.

On October 3, 2005, the Company declared a dividend on its outstanding common stock The dividend was paid on November 23, 2005, to shareholders ofrecord as of October 24, 2005, at a rate of $0.13 per share, representing a dividend of approximately $ 19.3 million in the aggregate (based on outstanding shares of148,455,312.724 as o'f September 30, 2005). The portion of the dividend with respect to unvested restricted stock of approximately $1 million will be paid at such timeas such shares become vested.

Covenant Compliance

Our bormwing arrangements, including the senior secured credit facility, the Holding Notes and the Acquisition Corp. Subordinated Notes contain certain~ financial covenants which are tied to ratios based on Adjusted EBITDA, which is defined under the indentures governing the notes as "EBITDA." Adjusted EBITDA(as defined in the indentuies) differs from the term 'EBITDA" as it is commonly used. In addition to adjusting net income to exclude interest expense, income taxes,and depreciation and amortization, Adjusted EBITDA (as defined in the indentures) also adjusts net income by excluding items or expenses not typically excluded inthe calculation of "EBITDA" such as, among other items, (I) any reasonable expenses or charges related to any issuance of securities, investments permitted, permittedacquisitions, recapitalizations, asset sales permitted or indebtedness permitted to be incurred; (2) the amount of any restructuring charge's or reserves, subject to certainlimitations; (3) any non-cash charges (including any impairment charges); (4) any gain or loss resulting from hedging currency exchange risks; (5) the amount ofmanagement, monitoring, consulting and advisory fees paid to the Investor Group; and (6) any net aller-tax income or loss fmm discontinued operations.

Adjusted EBITDA is presented herein because it is a material component of the covenants contained within the aforementioned agreements. Non-compliancewith those covenants could result in the requirement to immediately repay all amounts outstanding under those agreements which could have a material adverse effecton ourresults ofoperations, financial position aud cash flow. Adjusted EBITDA does not represent net income or cash flow from operations as those terms are definedby GAAP and does not necessarfly indicate whether cash
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(b) Refiects costs associated with restiucturings.
(c) Represents our share of the net income ofinvestments in companies accounted for using the equity method.
(d) Represents the gain on the sale of an equity method investment.
(e) Refiects costs of stock-based compensation accounted for under FAS 123.
(f) Includes certain non-recumng items, which we are not permitted to add back to net income under the indentures, including (i) $ 10 million of one-time bonuses

paid in connection with the Initial Common Stock Offering, (ii) $19 million of one-time payments associated with our restricted stock and stock option awards
granted at prices below the fair matket value and (iii) a $24 million incurred in connection with the departure of the co-chairman ofThe Atlantic Records Group
and the expensing of certain amounts paid in connection with the acquisition of the remaining interests of the Lava Records joint venture.

(g) Fixed charges is defined in the indenture governing the Acquisition Corp. Subordinated Notes as consolidated interest expense excluding certain noncash interest
expense,

(h) Fixed charges is defined in the indenture governing the Holdings Notes as consofidated interest expense excluding certain noncash interest expense. Pro forma
effect has been given to fixed charges for the Holdings Notes as if they had been issued as of October 1, 2004.

(i) In order to be in compliance with certain debt covenants, the Fixed Charge coverage ratio needs to exceed a 2.0x ratio.
(I) In order for Acquisition Corp. to make certain restricted payments, including payments to Holdings on a pro forma basis after giving effect to such payments, itsNet Indebtedness to Adjusted EB1TDA ratio needs to be lower than 3.75x, and its Net Senior Indebtedness to Adjusted EBITDA ratio needs to be lower than2'. In order for Holdings to make certain restricted payments, including payments to Warner Music Gmup Corp., its Net Indebtedness to Adjusted EB1TDAratio needs to be lower than 4.25x. Acquisition Corp. and Holdings may make additional mstricted payments using certain other exceptions provided for in theIndenture governing the Acquisition Corp. Notes and Holdings Notes, respectively.

The indentuies governing the notes, subject to certain exceptions, also require the appficable issuer to have a Fixed Charge Coverage Ratio of at least 2.0 to 1.0in order to incur additional debt.

Management befieves that future funds generated from our operations and available borrowing capacity will be sufficient to fund our debt service requirements,working capital requhements, capital expenditure requirements, payment of regular dividends on our common stock and the remaining one-time costs associated withthe execution of the restructuring plan for the foreseeable future. However, our abiTity to continue to fund these items and to reduce debt may be affected by generaleconomic, financial, competitive, legislative and regulatory factors, as well as other industry-specific factors such as the ability to control music piracy.
Contractual and Other Obligations

Firm Commitments

The following table summarizes the Company's aggregate contractual obligations at September 30, 2005„and the estimated timing and effect that suchobligations are expected to have on the Company's liquidity and cash flow iu future periods. We expect to fund the firm commitments with operating cash fiowgenerated in the normal course ofbusiness and availability under the $250 million (including $4 million of letters of credit) revolving credit portion of the seniorsecured ctudit facility.
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The following is a description of our firmly committed contractual obligations at September 30, 2005

~ Operating lease obligations primarily ielate to the minimum lease rental obligations for our real estate and operating equipment in various locations around
the world. These obligations have been presented without the benefit of $16 million of sublease income expected to be received under non-cancelable
agreements.

~ We enter into long-term commitments with artists, songwiiters and co-publishers for the future deHvery ofmusic product. Aggregate firm commitments to
such talent approximated $369 million acmss hundreds of artists, songwriters, publishers, songs and albums at September 30, 2005. Such commitments,
which are unpaid advances across multiple albums and songs, are payable principally over a ten-year period, generaHy upon delivery ofalbums from the
artists or future musical compositions by songwriters and co-publishers. Because the timing ofpayment, and even whether payment occurs, is dependent
upon the tiining ofdelivery of albums and musical compositions fmm talent, the timing and amount ofpayment of these commitments as presented in the
above suuunary can vary significantly.

~ We have minimum funding commitments and other related obligations to support the operations of various investinents.

MARKET RISK MANAGEMENT

We are exposed to market risk arising fiom chahges in market rates and prices, including movements in foreign currency exchange rates and interest rates.

Foreign Currency Risk

We have significant transactional exposure to changes in foreign currency exchange rates relative to the U.S. dofiar due to the global scope of our operations. Forthe twelve months ended September 30, 2005, approximately $1.8 billion, or 527o, of our revenues were genemted outside of the U.S. The top five revenue-producing
international countries are the U.K, Fiance, Germany, Japan and Italy, which use the British pound sterling, earn and Japanese yen as currencies„respectively. SeeNote 23 to our audited financial statements included elsewhere herein for information on our operations in different geographical areas.

Historicafiy, we have used (and continue to use) foreign exchange contracts, primarily to hedge the risk that unremitted or future royalties and license fees owed
to our domestic companies for the sale, or anticipated sale, of U.S.-copyrighted products abroad may be adversely affected by changes in foreign currency exchange
rates, In addition„we hedge foreign currency risk associated with fmancing transactions such as third party and inter-company debt

We focus on managing the level ofexposure to the fisk of foreign current exchange rate fluctuations on our major currencies, which include the British poundsterling, euro, Japanese yen, Cavan dollar, and Australian dollar. Additionally, prior to the closing of the Acquisition, Old WMG «nd Time Warner used foreignexchange contracts to manage this risk See Note 22 to our audited financial statements included elsewhere herein for additional information.

The Company also is exposed to foreign currency exchange rate risk with respect to its 8100 million principal amount of sterfingMenominated notes that wereissued in April 2004. These sterling,notes mature on April 15, 2014. As of September 30, 2005, these sterling notes had a fair value ofapproximately $ 185 miHion,compared to a canying value of $176 million. Based on the pfincipal amount of steding-denominated notes outstanding as of September 30, 2005 and assuming that aHother market variables are held constant (including the level of interest rates), a 10% weakening or strengthening of the U,S. dollar compared to the British poundsterling would not have «n impact on the fair value of these sterling notes, since these notes are completely hedged as of September 30, 2005,
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Interest Rate Risk

We had $2246 biHion of total debt outstanding as of September 30, 2005, of which $ 1.430 billion was variable mte debt. As such, we are exposed to changes in
interest rates. In order to manage this exposure, and consistent with the requirement under our senior secured credit facility to maintain a fixed-to-floating debt mtio of
at least 50% of our actual funded debt though at least April 2007, we entered into interest mte swap agreements to hedge notional debt amounts of $300 million in 2004
and $597 million in 2005. Under these interest rate swap agreements, we agreed to receive floating-rate payments (based on three-month LIBOR rates) in exchange for
fixed-rate payments.

Based on the amount of our floating-rate debt and our interest rate swap agreements outstanding as of September 30, 2005, each 25 basis point increase or
decrease in interest mtes would increase or decrease our annual interest expense and cash outlay by approximately $1.3 million. This potential increase or decrease is
based on the simplifled assumpflon that the level of floating-rate debt remains canstant with an immediate acmss the board increase or decrease as ofSeptember 30,
2005 with no subsequent change in rates for the remainder of the period. This increase or decrease in rates would partially be mitigated by an increase or decrease in
interest income earned on the Company's cash balances, almost afl of which are invested in short-term variable interest mte earning assets.

In addition to our $1.430 billion of variable-mte debt, we had approximately $816 million of fixed-rate debt outstanding at September 30, 2005. Based on the
level of interest rates prevailing at September 30, 2005, the fair value of this fixed-rate debt was appraxiinately $834 million. Further, based on the amount ofour fixed-
rate debt and our related $897 million of interest rate swap agreements noted above that were outstanding at September 30, 2005, a 25 basis point increase or decrease
in the level of interest rates would increase or decrease the fair value of the fixed-rate debt by approximately $ 16.6 miHiion. This potential increase or decrease is based
on the simplified assumption that the level of fixed-rate debt remains constant with an immediate acmss the board increase or decrease in the level of interest rates with
no subsequent changes in rates for the remainder of the period.

We monitor our positions with, and the credit quality of, the financial institutions that are party to any of our financial transactions. Credit risk relating to the4 interest rate swaps is considered low because the swaps are entered into with strong, credit-worthy counterparties, and the credit risk is confined to the net settlement of
the interest over the remaining life of the swaps.

CRITICAL ACCOlJNTWG POLICIBS

The SEC's Financial Reporting Release No. 60, "Cautionary Advice Regarding Disclosure About Critical Accounting Policies" ('TRR 60"), suggests campanies
provide additional disclosure and commentary on those accounting policies considered most critical. FRR 60 considers an accounting policy to be critical if it is
important to our financial condition and results, and requires significant judgment and estimates on the part ofmanagement in our application. We believe the followinglist represents the criYicai accounting policies ofus as contemplated by FRR 60. For a summary of «H of our significant accounting poflcies, see Note 3 and Note 4 toour audited financial statements included elsewhere herein.

Purchase Accounting

We account for our business acquisitions under the purchase method of accounting, The total cost of acquisitions is allocated to the underlying identiflable netassets based on their respective estimated fair values. The excess of the purchase pflce aver the estimated fair values of the net assets acquired is recorded as goodwiH.Determining the fair value ofassets acquired aud liabilities assumed requires management's judgment and often involves the use af significant estimates and
assumptions, including assumptions with respect to future cash intlows and outflows, discount rates, asset Hves and market multiples, among otheritems. In addition,reserves.have been established on our balance sheet related ta acquired liabilities and qualifying resnucnning costs based on assumptions made at the time ofacquisition. We evaluate these reserves on a iegu!ar basis to determine the adequacy or accuracy of the amounts estimated.
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Accounting for Goodwill and Other Intangible Assets

We account for our goodwiH and other indefinite-lived intangible assets under Statement ofAccountings Standards No. 142, Goodwill and Other Intangible
Assets ("FAS 142"). Under FAS 142 the Company no longer amortizes goodwill, including the goodwill included in the canying value of investments accounted for
using the equity method ofaccounting, and certain other intangible assets deemed to have an indefinite usefid life. FAS 142 requires that goodwill and certain
intangible assets be assessed for impairment using fair value measurement techniques on an annual basis and when events occur that may suggest that the fair value of
such assets cannot support the carrying value. Goodwill impairment is tested using a two-step process. The first step of the goodwill impairment test is used to identify
potential impairment by comparing the fair value of a reporting unit with its net book value (or carrying amount), including goodwiH. If the fair value of a reporting unit
exceeds its carrying amount, goodwill of the reporting unit is considered not impaired and the second step of the impairment test is unnecessary. If the carrying amount
of a reporting unit exceeds its fair value, the second step of the goodwifl impairment test is performed to measure the amount of impairment loss, if any. 'Ihe second
step of the goodwill impairment test compares the implied fair value of the reporting unit's goodwiH with the canying amount of that goodwilL If the carrying amount
of the reporting unit's goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to that excess. The implied fair
value of goodwill is determined in the same manner as the amount of goodwill recognized in a business combination. That is, the fair value of the reporting unit is
allocated to afl of the assets and liabilities of that unit (including any unrecognized intangible assets) as if the reporting unit had been acquired in a business combination
and the fair value of the reporting unit was the purchase price paid to acquire the reporting unit. The impairment test for other intangible assets consists of a comparison
of the fair value of the intangible asset with its carrying value. If the canying value of the intangible asset exceeds its fair value, an impairment loss is recognized in an
amount equal to that excess.

Determining the fair value of a reporting unit under the first step of the goodwill impairment test and determining the fair value of individual assets and liabilitiesofa reporting unit (including unrecognized intangible assets) under the second step of the goodwiH impairment test is judgmental in nature and often involves the use of
significant estimates and assumptions. Similarly, estimates and assumptions are used in determining the fair value of other intangible assets. These estimates and
assumptions could have a significant impact on whether or not an impairment charge is recognized and also the magnitude ofany such charge. To assist in the processofdetermining goodwill impairment, we obtain appraisals from independent valuation firms when necessary. In addition to the use of independent valuation firms, we
perform internal valuation analyses and considers other market information that is publicly available. Estimates of fair value are primarily determined using discounted
cash flows, market comparisons and analysis ofrecent transactions. These approaches use significant estimates and assumptions including pmjected future cash flows
(including timing), discount rate reflecting the risk inherent in future cash flows, peipetual growth rat, determination of appropriate market comparables and the
determination ofwhether a premium or discount should be applied to comparables.

We test our goodwill and other indefinite lived intangible assets for impairment on an annual basis in September ofeach fiscal year. We tested our goodwill andother indefinite lived intangible assets for impairment in the fourth quarter of 2005 and noted that no impairment occurred.

During the fourth quarter of 2003, in connection with Time Warner's agreement to seH us, we recorded a $ 1.019 billion impairment charge to reduce the
carrying value ofour intangible assets to fair value based on the consideration to be exchanged in the transaction. The impairment charge is classified as a component ofoperating loss in our combined statement of operations. The charge consisted ofa reduction in the carrying value of goodwill by $5 million, brands and trademarks by$766 million, recorded music catalog by $208 million and other intangible assets by $40 miflion. Because the 2003 impairment charge was based principally on thedifference between the negotiated purchase price of Warner Music Gmup and the historical book value of the net assets acquired, the amount of the charge was readilydeterminable.

As of September 30, 2005, Warner Music Gmup has recorded goodwill in the amount of$869 million, primarily related to the Acquisition. See Note 5 andNote 10 to our audited financial statements included herein for a further discussion of Warner Music Gmup's goodwill.
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Equity Method and Cost Method Investments

For non-publicly tmded investments, management's assessment of fair value is based on valuation methodologies including discounted cash flows, estimates of
sales proceeds and external appraisals, as appmpriate, The ability to accurately predict future cash flows, especially in developing and unstable markets, may impact the
determination of fair value. In the event a decline in fair value of an investment occurs, management may be requital to determine if the decline in market value is other than temporary.
Management's assessments as to the nature of a decline in fair value are based on the valuation methodologies discussed above and our abiTity and intent to hold the
investment. We consider our equity method investees to be strategic long-tenn investments; therefore, we generaHy complete our assessments with a long-term
viewpoint. If the fair value of any of our equity method or cost method investments is less than the carrying value and the decHne in value is considered to be other than
temporary, an impairment charge is recorded to write down the carrying value of the investment to its fair value. Management's assessments of fair value in accordance
with these valuation methodologies represent our best estimates as of the time of the impairment review and are consistent with our internal planning. If different fair
values were estimated, this could have a material impact on the finaucial statements. Revenue and Cost Recognition

Sales Returns and Uncollectible Accounts

In accordance with practice in the recorded music industry and as customary in many tenitories, certain pmducts (such as compact discs and cassettes) are sold
to customers with the right to return unsold items. Under Statement of Accounting Standards No. 48, Revenue When Right ofReturn Exists, revenues fmm such sales
are recognized when the pmducts are shipped based on gross sales less a pmvision for future estimated returns.

In determining the estimate ofproduct sales that will be returned, management analyzes historical returns, current economic trends, changes in customer deinand
and commercial acceptance of our products. Based on this information, management reserves a percentage of each dollar ofproduct sales to provide for the estimated
customer returns.

Similarly, management evaluates accounts receivables to determine if they will ultimately be coflected. In performing this evaluation, significant judgments and
estimates are involved, including an analysis of specific risks on a customer-bywustomer basis for larger accounts and customers, and a receivables aging analysis that
determines the percent that has historically been uncoHected by aged category. Based on this information, management pmvides a reserve for the estimated amounts
believed to be uucoHectible.

Based on management's analysis of sales returns and uncollectible accounts, reserves totaling $218 million and $222 million have been established at
September 30, 2005 and September 30, 2004, respectively. This compares to total gross receivables of $855 million aud $793 billion at September 30, 2005 and
September 30, 2004, respectively.

The comparabiHty of the gmss dollar value of such reserves has been affected by the inherent seasonality in the music business. That is, the recorded music
business historicafly has generated approximately 35% of its sales in the last three months of the calendar year due to increased consumer demand associated with the
holiday season. As such, both gmss receivables and related allowances would be at a naturally lower level at September 30, the end of our fiscal year, and at a natumfly
higher level at December 31, the end of our first fiscal quarter. The ratios ofour receivable allowances to gmss accounts receivables were approximately 25% and 28%at the end ofSeptember 30, 2005 and September 30, 2004, respectively.

Gross Versus Ãet Revenue CiasstJfcation

In the normal course of business, we act as an intermediary or agent with respect to certain payments received fmm third parties. For example, we distributemusic pmduct on behalf of third-party record labels.
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The accounting issue encountered in these arrangements is whether we should report revenue based on the "gmss" amount billed to the ultimate customer or on
the "net" amount received fiom the customer after participation and other royalties paid to third parties. To the extent revenues are recorded gmss (in the full amount
billed), any participations and royalties paid to third parties are recorded as expenses so that the net amount (gmss revenues, less expenses) flows through operating
income. Accordingly, the impact on operating income is the same, whether we record the revenue on a gross basis or net basis (less related participations and royalties).

Determining whether revenue should be reported gmss or net is based on an assessment ofwhether we are acting as the "principal" in a transaction or acting as
an "agent" in the transaction. To the extent we are acting as a principal in a transaction, we report as revenue the payments received on a gmss basis. To the extent we
aze acting as an agent in a transaction, we report as revenue the payments received less pazticipations and royalties paid to third patties, i.e., on a net basis. The
determination ofwhether we are serving as principal or agent in a transaction is judgmental in nature and based on an evaluation of the terms ofan arrangement.

In determining whether we serve as principal or agent in these arrangements, we follow the guidance in ElTF 99-19, "Reporting Revenue Gmss as a Principal
versus Net as an Agent" ("EIIF 99-19"). Pursuant to such guidance, we serve as the principal in transactions where we have the substantial risks and rewards of
ownership. The indicators that we have substantial risks and rewards of ownership aze as follows:

~ we are the supplier of the pmducts or services to the customer;

~ we have general inventory risk fora product before it is sold;

~ we have latitude in establishing prices;

~ we have the contractual relationship with the ultimate customer;

we modify and service the pmduct purchased to meet the ultimate customer specifications;

~ we have discretion in supplier selection; and

~ we have credit risk.

4 Conversely, pursuant to E1TF 99-19, we serve as agent in arrangements where we do not have substantial risks and rewards of ownership. The indicators that we
do not have substantial risks and rewards of ownership are as follows:

~ the supplier (not Warner Music Group) is responsible for pmviding the product or service to the customer;

~ the supplier (not Warner Music Group) has latitude in establishing prices;

~ the amount we earn is fixed; and

~ the supplier (not Warner Music Gmup) has credit risk.

Based on the above criteria and for the moze significant tmnsactions that we have evaluated, we record the distribution of pmduct on behalf of third-party record
labels on a gross basis, subject to the terms of the contract. However, recorded music compilations distributed by other record companies where we have a right to
participate in the pmfits are recorded on a net basis.

Accounting for Royalty Advances

We regularly commit to and pay advance royalties to our artists and songwriters in respect of future sales. We account for these advance royalty payments under
the related guidance in Statement ofFinancial Accounting Standard No. 50, "Fmancial Reporting in the Record and Music Industry" ("FAS 50"). Under FAS 50, we
capitalize as assets certain advance royalty payments that management believes are recoverable fmm future royalties to be earned by the artist or songwriter.
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Management's decision to capitalize an advance to an artist or songwriter as an asset requires significant judgment as to the recoverabiTity of these advances.
The iecovembility of these assets is assessed upon initial commitment of the advance, based upon management's forecast of anticipated revenues from the sale of future
and existing music and publishing-related products. In determining whether these amounts are recoverable, management evaluates the current and past popularity of the
artist or songwriter, the initial or expected commercial acceptabiTity of the pmduct, the current and past popularity of the genre of music that the product is designed to
appeal to, and other relevant factors. Based upon this information, management expenses the portion of such advances that it believes is not recoverable. In many cases,
royalty advance payments to artists or publishers without history of successful commercial acceptability of the pmduct and evidence of current or past popularity wiH be
expensed immediately. All advances are assessed for recoverability continuously aud at minimum on a quarterly basis.

We had $380 million and $446 million ofadvances on our balance sheet as of September 30, 2005 and 2004, respectively. We believe such advances am
recoverable through future royalties to be earned by the related artists and songwriters.

Stock-Based Compensation

0 We account for stock-based compensation issued to employees in accordance with Statement ofFinancial Accounting Standard No. 14&, "Accounting for Stock-
Based Compensation Tmnsition and Disclosure" ("FAS 148"), which amends Statement ofFinancial Accounting Standard FASB Statement No. 123, "Share Based
Payment", "FAS 123"). This statement pmvides alternative methods of transition for a voluntary change to the fair value-based method of accounting for stock-based
employee compensation. We adopted the expense recognition pmvision ofFAS 123 as ofMarch 1, 2004, the date of the Acquisition, and record stock-based
compensation expense for grants on and after that date as provided by FAS 14S, and will continue to provide'pro forma information for all previous periods in the notes
to financial statements to provide results as if FAS 123 had been adopted in those years. Under this provision, we estimate the fair value of our stock-based awards on
the grant date and expense the fair value over the service period.

As disclosed in the notes to financial statements, we.previously estimated the fair value of options issued at the date ofgrant using a Black-Scholes option-
pricing model, which includes assumptions related to volatility, expected life, dividend yield and risk-fiee interest rate. In January of 2005 we determined that a
binomial method was a more accurate and appropriate method for determining fair value. We have estimated the fair value of our grants made subsequent to January
2005 using the binomial method, which includes assumptions related to volatility, expected life, dividend yield and risk factors. We also award or sell restricted shares
to our employees. For restricted shares awarded or sold below market value, the accounting charge is measured at the grant date and amortized ratably as non-cash
compensation over the vesting term.

Accounting for Income Taxes

As part of the process of preparing its consolidated financial statements, we are required to estimate income taxes payable in each of the jurisdictions in which it
operates. This process involves estimating the actual cuirent tax expense together with assessing tempomry differences resulting from differing treatment of items for
tax and accounting purposes. These differences result in deferred tax assets «nd liabiTities, which are included within our consolidated balance sheets. Statement of
Financial Accounting Standard No. 109, "Accounting for Income Taxes", ("FAS 109"), requires a valuation allowance be established when it is more likely than not
that all or a portion ofdefened tax assets will not be realized. In circumstances where there is sufficient negative evidence, establistunent ofa valuation allowance mustbe considered. We believe,that cumulative losses in the most recent three-year period represent sufficient negative evidence to consider a valuation allowance under the
provisions of FAS 109. As a result, we determined that certain of om deferred tax assets required the establishment of a valuation allowance.
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The realization of the remaining deferred tax assets is pfimarily dependent on forecasted future taxable income. Any reduction in estimated forecasted future
taxable income may require that we record additional valuation allowances against our deferred tax assets on which a valuation allowance has not previously been
established. The valuation allowance that has been established will be maintained until there is sufficient positive evidence to conclude that it is more likely than not
that such assets will be realized. An ongoing pattern ofpmfitabiTity will generally be considered as sufficient positive evidence. Our income tax expense recorded in the
future may be reduced to the extent of offsetting decreases in our valuation allowance if such valuation allowances were not established thmugh goodwill at the time of
the Acquisition. The establishment and reversal ofvaluation allowances could have a significant negative or positive impact on our future earnings.

Tax assessments may arise several years after tax returns have been filed. Predicting the outcome of such tax assessments involves uncertainty; however, we
believe that recorded tax liabilities adequately account for our analysis ofpmbable outcomes.

New Accounting Principles

In addition to the critical accounting policies discussed above, we adopted several new accounting policies during the past two years. None of these new
accounting principles had a material affect on our audited financial statements. See Notes 3 to our audited financial statements included elsewhere herein for a more
complete summary.

RISK FACTORS

You should carefully consider thefollowing risks and other information in this report before making an investment decision with respect to shares ofour
common stock. Any ofthefollowing risks could materially and adversely affect our business financial condi tion or results ofoperations.

Risks Related to our Business

Increased costs associated with corporate governance compliance may significantly affect our results of operations.

Prior to our acquisition by the Investor Group in 2004, we were a business division of Time Warner. Accordingly, we have limited experience opemting as an
independent company implementing our own corporate governance pmctices. We expect the continued evaluation and implementation of corporate governance and
securities disclosure and compliance practices in order to comply with these requirements will increase our legal compliance and financial reporting costs. In addition,
they could make it more difficult for us to attmct and retain qualified members of our board ofdirectors, or qualified executive officers. Finally, director and officer
liability insurance for public companies like us has become more difficult and more expensive to obtain, and we may be required to accept reduced coverage or incur
higher costs to obtain coverage that is satisfactory to us and our officers or directors. We continue to evaluate and monitor regulatory developments and cannot estimate
the timing or magnitude or additional costs we may incur as a result.

Our internal controls over financial reporting may not be adequate and our independent auditors may not be able to certify as to their adequacy, which could
have a significant and adverse effect on our business and reputation.

We are evaluating our internal contmls over financial reporting in order to allow management to report on, and our independent auditors to attest to, our internal
contmls over financial. reporting, as required by Section 404 of the Saibanes-Oxley Act of 2002 and rules and regulations of the SEC there under, which we refer to as
Section 404. Section 404 requires a reporting company such as ours to, among other things, annually review and disclose its internal contmls over financial reporting,
and evaluate and disclose changes in its internal contmls over financial reporting quarterly. We will be required to comply with Section 404 as of September 30, 2006.
We are currently performing the system and process evaluation and testing required (and any necessary
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remediation) in an effort to comply with management certification and auditor attestation requirements ofSection 404. In the course of our ongoing evaluation, we have
identified areas of our internal contmls requiYing improvemen, and plan to design enhanced processes and contmls to address these and any other issues that might be
identified thmugh this review. As a result, we expect to incur additional expenses and diversion ofmanagement's time. We cannot be certain as to the timing of
completion of our evaluation, testing and remediation actions or the impact of the same on our operations and may not be able to ensure that the process is effective or
that the internal contmls are or will be effective in a timely manner. If we are not able to implement the requirements of Section 404 in a timely manner or with
adequate compliance, our independent auditors may not be able to certify as to the effectiveness of our internal control over financial reporting and we may be subject
to sanctions or invesfigation by regulatory authorities, such as the Securities and Exchange Commission. As a result, there could be an adverse reaction in the financial
markets due to a loss ofconfidence in the reliability of our financial statements. In addition, we may be required to incur costs in improving our internal contml system
and the hiring of additional personnel. Any such action could adversely affect our results.

Our outside auditors have identified weaknesses in our internal controls that could affect our ability to ensure reliable financial reports.

In addition to our evaluation of internal contmls under Section 404 of the Sarbanes-Oxley Act and any areas requiYing improvement that we identify as part of
that proces, in connection with our most recent audit, our outside auditors identified a material weakness related to our royalty contmls. A material weakness, as
defined by the Public Company Accounting Oversight Board, is a significant deficiency that by itself, or in combination with other signi6cant de6ciencies, results in
more than a remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected.

Our outside auditors noted that our domestic operations currently use different royalty systems, which has created certain complexities in reconciling royalty
payables. While we recognize that additional staff is needed to cope with current requirements in royalty processing until a new system can be developed, we may not
be able to hire and train additional staff. While we have begun to take actions to address the issues surrounding our royalty systems, including hiring outside resources
to assist our internal personnel with royalties accounting and entering into ajoint venture with Universal Music Group, Exigen Gmup and Lightspeed Uenture partners
to build a new uniform royalty system for all U.S. opeiafions, additional measures will be necessary and these measures along with other measures we expect to take to
improve our internal contmls may not be sufficient to address the issues identified by our outside auditors or ensure that our internal contmls are effective. Ifwe aie
unable to provide reliable financial reports our business and pmspects could suffer material adverse effects and our share price could be adversely affected.

The recorded music industry has been dedining and may continue to dedine, which may adversely affect our prospects and our results of operations.

Illegal downloading ofmusic from the Internet, CD-R piracy, industrial piracy, economic recession, bankruptcies of record wholesalers and retailers and
growing competition for consumer discretionary spending and retail shelf space may all be contributing to a decfining recorded music industry. Additionally, the periodof gmwth in recorded music sales dtiven by the introduction and penetration of the CD format has ended. No significant new legitimate audio format has yet emerged to
take the place of the CD. The value of worldwide sales (recorded music, excluding sales of digital tracks), as reported by IFPI at fixed 2004 exchange rates, fell as the
music industry witnessed a decline of 1.6% from 1999 to 2000, 1.3% from 2000 to 2001, 6.7% from 2001 to 2002, 7.6% from 2002 to 2003 aud 1.3% from 2003 to
2004. We cannot assure you as to the timing or the extent of any improvement in the industry or that the evidence of improvement in 2004 based upon U.S. sales
thmugh the one-year period ending January 2, 2005 and global sales in the first half of 2004 will continue. For example, as ofNovember 20, 2005, year-to-date U.S,
recorded music sales (excluding sales ofdigital tracks) are down approximately 7.6% year-over-year. A declining recorded music industry is likely to lead to reduced
levels of revenue and operating income generated by our Recorded Music business. Additionally, a declining recorded music industry is also likely to have a negative
impact on our Music Publishing business, which generates a
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significant portion of its revenues from mechanical royalties, primarily fiom the sale of music in CD and other recorded music formats.

There may be downward pressure on our pricing and our profit margins.

There are a variety of factors which could cause us to reduce our prices and erode our pmfit margins. They are, among others, increased price competition
among record companies resulting from the Universal and Sony BMG recorded music duopoly, price competition from the sale of motion pictures in DVD-Video
format and videogames, the ever greater price negotiating leverage ofmass merchaudisers and big box retailers, the increased costs ofdoing business with mass
merchandisers and big box retailers as a result of complying with opemting procedures that are unique to their needs and the adoption by record companies of initially
lower-margin formats such as DualDisc and DVD-Audio. See "Risk Factors—We may be matexially and adversely affected by the formation of Sony BMG Music
Entertainment."

Our prospects and fiinandal results may be adversely affected if we fail to identify, sign and retain artists and songwriters and by the existence or absence of
superstar releases and by local economic conditions in the countries in which we operate.

We are dependent on identifying, signing and retaining artists with long-term potential, whose debut albums are well xeceived on release, whose subsequent
albums are anticipated by consumers and whose music will continue to genemte sales as part of our catalog for years to come, The competition among record
companies for such talent is intense. Competition among record companies to sell records is also intense and the marketing expenditures necessary to compete have
increased as well. We axe also dependent on signing and retaining songwriters who will write the hit songs of today aud the classics of tomorrow under terms that aie
economically attractive to us. Our competitive position is dependent on our continuing abiTity to attract and develop talent whose work can achieve a high degree of
public acceptance. Our financial results may be adversely affected if we are unable to identify, sign and xetain such artists and songwriters under terms that are
economically attractive to us. Our financial results may also be affected by the existence or absence of superstar artist releases during a particular period. Some music
industry observers believe that the number of superstar acts with long-term appeal, both in terms of catalog sales and future releases, has declined in xecent years.
Additionally, our financial results are generally affected by the general economic aud retail envimnment of the countries in which we operate, as well as the appeal of
our recorded music catalog and our music publishing libmry.

We may have difficulty addressing the threats to our business associated with home copying and Internet downloading.

The combined effect of the decreasing cost ofelectronic and computer equipment and related technology such as CD burners and the conversion of music into
digital formats have made it easier for consumers to create unauthorized copies of our recordings in the form of, for example, CDs aud MP3 files. A substantial portion
ofour revenue comes from the sale of audio products that are potentially subject to unauthorized consumer copying and widespread dissemination on the Internet
without an economic xetum to us. We are working to control this problem thxough litigation, by lobbying governments for new, stronger copyright protection laws and
more stringent enforcement ofcurrent laws and by establishing legitimate new media business models. We cannot give any assurances that such measures will be
effective. If we fail to obtain appmpriate relief thmugh the judicial pmcess or the complete enforcement ofjudicial decisions issued in our favor (or ifjudicial decisions
are not in our favor), ifwe are unsuccessful in our efforts to lobby governments to enact and enforce stronger legal penalties for copyright infringement or ifwe fail to
develop effective means ofprotecting our intellectual pmperty (whether copyrights or other rights such as patents, trademarks and trade secrets) or entertainment-
related products or services, our xesults of operations, financial position and prospects may suffer.

Organized industrial piracy may lead to decreased sales.

The global organized commercial pirate trade is a significant threat to the music industry. Worldwide, Industrial pirated music (which encompasses unauthorized
physical copies manufactured for sale but does not
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include Internet downloads or home CD burning) is estimated to have generated over $4.6 billion in revenues in 2004, according to IFPI, IFPI estimates that 15 billion
pirated units were manufactured in 2004. According to IFPI estimates, approximately 34% ofall music CDs sold worldwide in 2004 were pirated. Unauthorized copies
and pimcy contributed to the decrease in the volume of legitimate sales and put pressure on the price of legitimate sales. They have had, and may continue to have, an
adverse effect on our business. We may not be able to continue to realize the benefits from our restructuring plan and our restructuring plan may adversely affect our business.

In 2005 we substantially completed a restructuring ofour business. The scope of our restructuring plan was broad and significant and may cause losses to our
business that we cannot predict. Since the time of the Acquisition we have implemented annualized cost savings of approximately $250 million. We cannot assure you
that we will continue to realize the benefits of the cost savings achieved.

The primary challenge we face in continuing to realize the cost savings in our restructuring plan is avoiding increased costs required to support our ongoing
operations. Specifically, a variety of factors could cause us not to continue to achieve the benefits of the restructuring, or could result in harm to our business, including,
among others, the following:

~ higher than expected retention costs for employees that have been retained;

~ increased operating costs or other unexpected costs associated with supporting the business and meeting financial objectives such as revenue gmwth;

~ loss ofrevenues and market share due to, among other things, a diminished ability to attract and hire desirable talent;

~ unexpected loss of artists or key employees; and

~ loss of revenues aud market share due to, among other things, a lack of sufficient resources to promote records and albums, and a lack of sufficient
resources to attract new artists.

If we fail to continue to realize the benefits of the cost savings achieved through the restructuring plan, our results of operations and financial position may
suffer. In addition, we cannot predict the extent to which our restructuring plan may adversely affect our business.

Our involvement in intellectual property litigation could adversely affect our business.

Our business is highly dependent upon intellectual property, a field that has encountered increasing litigation in recent years. If we are alleged to infringe the
intellectual property rights ofa third party, any litigation to defend the claim could be costly and would divert the time and resources ofmanagement, regardless of the
merits of the claim. There can be no assumnce that we would prevail in any such Htigation. If we were to lose a litigation relating to intellectual property, we could be
forced to pay monetary damages and to cease the sale of certain pmducts or the use ofcertain technology. Any of the foregoing may adversely affect our business.

The recorded music industry is under investigation by Eliot Spitzer, the Attorney General for the State ofNew Yor+ regarding its practices in promoting its
records to radio stations.

On September 7, 2004, November 22, 2004 and March 31, 2005, Eliot Spitzer, the Attorney General of the State ofNew York, served us with requests for
information in the form ofsubpoenas duces tecum in connection with an industry-wide investigation of the relationship between music companies and radio stations,
including the use of independent promoters and accounting for any such payments. The investigation was pursuant to New York Executive Law $63(12) and New York
General Business Law ti349, both of which are consumer fmud
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statutes. On November 22, 2005 we reached a settlement with the Attorney General in connection with this investigation. As part ofsuch settlement, we agreed to make
$5 miifion in charitable payments and to abide by a list ofpermissible and impermissible promotional activities. On July 25, 2005, Sony BMG reached a settlement with
the Attorney Geneml in connection with the same industry-wide investigation. Subsequent to the settlement by Sony BMG, TSR Records, an independent label, filed an
antitrust suit against Sony BMG alleging that the label's radio promotion activities are anticompetitive. While it is too soon to predict the outcome of these recent
developments on us, any litigation we may become involved in as a result of om settlement with the Attorney General, regardless of the merits of the claim, could be
costly and would divert the time and resources ofmanagement.

Due to the nature of our business, our results of operations and, cash flows may fluctuate significantly from period to period.

Our net sales, operating income and profitability, like those of other companies in the music business, are largely affected by the number and quality of albums
that we release, our release schedule, and, more importantly, the consumer demand for these releases. We also make advance payments to recording artists and
songwriters, which impact our operating cash flows. The timing ofalbum releases and advance payments is largely based on business and other considerations and is
made without regard to the timing of the release ofour financial results. We report results of operations quarterly and our results of operations and cash flows in any
reporting period may be materially affected by the timing of releases and advance payments, which may result in significant fluctuations from period to period.

Our operating results fluctuate on a seasonal and quarterly basis, and, in the event we do not generate sufficient net sales in our first fiscal quarter, we may
not be able to meet our debt service and other obligations.

Our business is seasonal. For the fiscal year ended September 30, 2005, we derived approximately 83% of our revenues from our Recorded Music business. In
the recorded music business, purchases am heavily weighted towards the!ast thee months of the calendar year, which represent our first quarter under our
September 30 fiscal year. Historically, we have realized approximately 35% of recorded music net sales worldwide during 'the last three months of the calendar year,
making those three months (i.e., our new first fiscal qharter) material to our full-year performance. We realized 32% of recorded music calendar year net sales during
the last ttuee months of 2004. This sales seasonality affects our operating cash flow from quarter to quarter. We cannot assure you that our recorded music net sales for
the last ttuee months of any calendar year will continue to be sufficient to meet our obligations or that they will be higher than such net sales for our other quarters. In
the event that we do not derive sufficient recorded music net sales in such last three months, we may not be able to meet our debt service requirements, working capital
requirements, capital expenditure requirements, payment of regular dividends on our coinmon stock and other obligations.

We may be unable to compete successfully in the highly competitive markets in which we operate and. we may suffer reduced profits as a result.

The industry in which we operate is highly competitive, is based on consumer preferences and is rapidly changing. Additionally, the music industry requires
substantial human and capital resources. We compete with other recorded music companies and music publishers to identify and sign new recording artists and
songwriters who subsequently achieve long-term success and to renew agreements with established artists and songwriters. In addition, our competitors may &om time
to time reduce their prices in an effort to expand market share and introduce new services, or impmve the quality of their products or services. We may lose business ifwe are unable to sign successful artists or songwriters or to match the prices or the quality ofproducts and services, offered by our competitors. Our Music Publishingbusiness competes not only with other music publishing companies, but also with songwriters who publish their own works. Our Recorded Music business is to a large
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extent dependent on technological developments, including access to and selection and viability of new technologies, and is subject to potential pressure fiom
competitors as a result of their technological developments. For example, our Recorded Music business may be adversely affected by technological developments that
faciHtate the piracy ofmusic, such as Internet peer topeer filesharing and CDR activity; by its inability to enforce our intellectual property rights in digital
environments; and by its failure to develop a successful business model appHcable to a digital online environment, including such channels ofdistribution as satellite
radio. It also faces competition from other forms ofentertainment and leisure activities, such as cable and sateHite television, pre-xecorded films on videocassettes and
DVD, the Internet and computer and videogames.

Our business operations in some countries subject us to trends, developments or other events in foreign countries which may affect us adversely.

We axe a global company with stmng local presences, which have become increasingly important as the popularity ofmusic originating from a country's own
language and culture has increased in recent years. Our mix ofnational and international recording artists and songwriters provides a significant degree of
diversification for our music portfolio. However, our creative content does not necessarily enjoy universal appeal. As a xesult, our results can be affected not only by
general industry trends, but also by tiends, developments or otherevents in individual countries, including:

~ limited legal pmtection and enforcement of inteHectual property rights;

~ restrictions on the repatxiation ofcapital;

~ differences and unexpected changes in regulatory environment, including environmental, health and safety, local planning, zoning and labor laws, rules and
regulations;

~ varying tax regimes which could adversely affect our results of operations or cash flows, including regulations relating to transfer pricing and withholding
taxes on remittances and other payments by subsidiaries and joint ventures;

~ exposure to different legal standards and enforcement mechanisms and the associated cost of compliance;

~ difficulties in attxacting and retaining qualified management aud employees or rationalizing our workforce;

~ tariffs, duties, export contmls and other trade barriers;

~ longer accounts receivable settlement cycles and difficulties in collecting accounts receivable;

recessionary trends, inflation and instabiTity of the financial markets;

~ higher interest rates; and

~ political instability.

We may not be able to insure or hedge against these risks, and we may not be able to ensuxe compliance with aH of the applicable regulations without incumngadditional costs. Furthermore, financing may not be available in countries with less than investment-grade sovereign credit ratings. As a result, it may be difficult tocreate or maintain profit-making operations in developing countries.

In addition, our results can be affected by trends, developments and other events in individual countxies. There can be no assurance that in the future othercountry-specific trends, developments or other events will not have such a significant adverse effect on our business, results of operations or financial condition.
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Our business may be adversely atfected by competitive market conditions and we may not be able to execute our business strategy.

We intend to increase revenues and cash flow through a business strategy which requires us to, among other things, continue to maximize the value of our music
assets, significantly reduce costs to maximize flexibility and adjust to new realities of the market, continue to act to contain digital piracy and capitalize on digital
distribution and emerging technologies.

Each of these initiatives requires sustained management focus, organization and coordination over significantperiods of time. Each of these initiatives also
requires success in building relationships with third parties and in anticipating and keeping up with technological developments and consumer preFerences. The results
of the strategy and the success of our implementation of this strategy will not be known for some time in the future. If we are unable to implement the strategy
successfully or properly react to changes in market conditions, our financial condition, results of operations and cash flows could be adversely affected.

Our abiTity to operate effectively could be impaired ifwe fail to attract and retain our executive o8icers.

Our success depends, in part, upon the continuing contributions of our executive officers. Although we have employment agreements with our executive
officers, them is no guarantee that they will not leave. The loss of the services ofany of our executive officers or the failum to attract other executive officers could havea material adverse effect on our business or our business pmspects.

Legitimate channels for digital distribution of our creative content are a recent development, and their impact on our business is unclear and may be adverse.
We have positioned ourselves to take advantage of the Internet and wireless as a sales distribution channel and befieve that the development of legitimatechannels for digital music distribution holds promise for us in the future. However, legitimate channels for digital distribution are a recent development and we cannotpredict their impact on our business. In digital formats, certain costs associated with physical pmducts such as manufacturing, distribution, inventory and mtum costs donot apply. While them are some digital-specific variable costs and infmstructure investments necessary to pmduce, market and sell music in digital formats, we believeit is seasonable to expect that we will generally derive a higher contribution margin Fiom digital versus physical sales. However, we cannot assure you that we willgenerally continue to achieve higher margins fmm digital sales. Any legitimate digital distribution channel that does develop may result in lower or less profitable salesfor us than comparable physical sales. In addition, the transition to greater sales thmugh digital channels intmduces uncertainty regarding the potential impact of the"unbundling" of the album on our business. While recent studies have indicated that consumers spend, more on music in geneml when they begin to purchase music indigital form than previously, it remains unclear how consumer behavior will change when faced with the pmspect ofpurchasing only their favorite tracks fmm a givenalbum rather than the enthe album, In addition, ifpiracy continues unabated and legitimate digital distribution channels fail to gain consumer acceptance, our results ofoperations could be harmed.

A signTiicant portion of our music publishing revenues is subject to rate regulation either by government entities or by local third-party collection societiesthroughout the world and rates on other income streams may be set by arbitration proceedings, which may limit our profitability.
Mechanical royalties and performance royalties are the two largest sources of income to our Music Publishing business and mechanical royalties are a significantexpense to our Recorded Music business, In the U.S,„mechanical rates are set pursuant to industry negotiations contemplated by the U.S. Copyright Act andperformance rates are set by performing rights societies and subject to challenge by performing rights licensees. Outside tbe U.S., mechanical and performance mtes aretypically negotiated on an industry-wide basis. The mechanical and performance rates set pursuant to such processes may adversely affect us by limiting our ability toincrease the pmfitability of our Music Publishing business. If the mechanical rates are set too high it may also
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adversely affect us by limiting our ability to increase the pmfitabiTity ofour Recorded Music business. In addition, rates our Recorded Music business receives in the
U.S. for, among other sources of income and potential income, the statutory Hcense for eligible non-subscription services to perform sound iecordings publicly by
means of digital audio transmissions ("webcasting"), the statutory license to make ephemeral recordings of sound recordings for use of sound recordings and the
statutory license for use of our content on satefiite radio are set by an arbitration process under the U.S. Copyright Act unless rates are determined thmugh voluntary
negotiations. If the rates for these and other income sources are set too low through this process, it could have a material adverse impact on our Recorded Music business or our business prospects.

Unfavorable currency exchange rate fluctuation could adversely affect our results of operations.

The reporting currency for our financial statements is the U.S. dollar. We have substantial assets, liabilities, revenues and costs denominated in cunencies other
than U.S. doHars. To prepare our consolidated financial statements, we must translate those assets, liabiifiitie, revenues and expenses into U.S. dollars at then-applicable
exchange rates. Consequently, increases and decreases in the value of the U.S. dofiar versus other currencies wiH affect the amount of these items in our consolidated
financial statements, even if their value has not changed in their original currency. These translations could result in significant changes to our results of operations fmm
period to period. For the fiscal year ended September 30, 2005, approximately 52% ofour revenues related to operations in foreign territofies. From time to time, we
enter into foreign exchange contracts to hedge the risk ofunfavomble foreign currency exchange rate movements. As of September 30, 2005, we have hedged our
material foreign currency exposures related to royalty payments remitted between our foreign affiliates and our U.S. affiliates for the balance of the fiscal year.

We may not have full control and ability to direct the operations we conduct through joint ventures.

We currently have interests in a number ofjoint ventures and may in the future enter into furtherjoint ventures as a means ofconducting our business. In
addition, we structure certain of our relationships with recording artists and songwriters as joint ventures. We may not be able to fully contml the operations and the
assets of ourjoint ventures, and we may not be able to make major decisions or may not be able to take timely actions with respect to our joint ventures unless ourjoint
venture partners agree.

The enactment of legislation limiting the terms by which an individual can be bound under a "personal services" contract could impair our ability to retain
the services of key artists.

California Labor Code Section 2855 ("Section 2855") limits the dumtion of time any individual can be bound under a contract for "personal services" to a
maximum of seven years. In 1987, Subsection (b) was added, which pmvides a limited exception to Section 2855 for recording contracts, creafing a damages remedy
for record companies. Legislation was introduced in California to repeal Subsection (b) and then withdrawn. Legislation was introduced in New York to create a statute
similar to Section 2855, which did not advance. There is no assurance that New York, California or any other state will not reintmduce or introduce similar legislation
in the future. In fact, legislation similar to Section 2855 has recently been introduced in the New York Assembly. The repeal of Subsection (b) of Section 2855 and/or
the passage of legislation similar to Section 2855 by other states could materially affect our results ofoperations and financial position.

We face a potential loss of catalog if it is detemuned that recording artists have a right to recapture rights in their recordings under the US. Copyright Act.

The U.S. Copyright Act provides authors (or their heirs) a right to terminate Hcenses or assignments of rights in their copyrighted works. This right does not
apply to works that are "works made for hire". Since the effective date of U.S. copyrightabiHty for sound recordings (February 15, 1972), virtually all of our agreementswith recording artists pmvide that such recording artists tender services under an employment-for-hue relationship. A termination right exists under the U.S. CopyrightAct for musical compositions that are not "works made for hire". If any ofour commerciaHy available recordings were determined not to be "works made
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for hhe", then the recording artists {or their hehs) could have the right to terminate the rights they granted to us, generally during a five-year period starting at the end of
35 years from the date ofa post-1977 Hicense or assignment (or, in the case of a pre-1978 grant in a pie-1978 recording, generally during a five-year period starting
either at the end of 56 years from the date ofcopyright or on January I, 1978, whichever is later). A termination of rights could have an adverse effect on our Recorded
Music business. From time to time, authors (or their heirs) can terminate our rights in musical compositions. However, we beHeve the effect of those teiminations is
aheady reflected in the financial results of our Music pubHshing business.

If we acquire or invest in other businessesi we wBI face certain risks inherent in such transactions.

We may acquire, make investments in, or enter into strategic alliances or joint ventures with, companies engaged in businesses that are similar or complementary
to ours. Ifwe make such acquisitions or investments or enter into strategic aHiances, we will face certain risks inherent in such transactions. For example, gaining
regulatory approval for significant acquisitions or investments could be a lengthy pmcess and there can be no assurance of a successful outcome. We could face
difficulties in managing and integrating newly acquhed operations. Additionally, such transactions would divert management resources and may result in the loss of
artists or songwriters fmm our rosters. We cannot assure you that ifwe make any future acquisitions, investments, strategic alliances orjoint ventures that they will be
completed in a timely manner, that they will be structured or financed in a way that will enhance our credit-worthiness and allow for continued payment of regular
dividends or that they will meet our strategic objectives or otherwise be successful. Failure to effectively manage any of these transactions could result in material
increases in costs or reductions in expected revenues, or both.

We are controlled by entities that may have conflicts of interest with us.

The Investor Group controls a majority ofour capital stock on a fuHy diluted basis, In addition, representatives of the Investor Group occupy substantially afl of
the seats on our board of directors and pursuant to a stockholders agreement, wiH have the right to appoint afl of the independent directors to our board. As a result, the
Investor Group has the ability to control our policies and operations, including the appointment of management, the entering into ofmergers, acquisitions, sales of
assets, divestitures and other extraordinary transactions, future issuances of our common stock or other securities, the payments of dividends, if any, on our common
stock, the incunence ofdebt by us and the amendment of our certificate of incorporation and bylaws, The Investor Group will have the ability to prevent any transaction
that requires the approval of our board of directors or the stockholders regardless of whether or not other members of our board ofdirectors or stockholders beHeve that
any such transaction is in their own best interests. For example, the Investor Group could cause us to make acquisitions that increase our indebtedness or to sell
revenue-generating assets. Additionally, the Investor Group are in the business of making investments in companies and may from time to time acquire and hold
interests in businesses that compete directly or indirectly with us. The Investor Group may also pursue acquisition opportunities that may be complementary to our
business, and, as a result, those acquisition opportunities may not be available to us. So long as the Investor Group continues to hold a majority of our outstanding
common stock the Investor Group vill be entitled to nominate a majority of our board of directors, and wiH have the ability to effectively contml the vote in any
election ofdirectors. In addition, so long as the Investor Group continues to own a significant amount ofour equity, even if such amount is less than 50lo, they will
continue to be able to strongly influence or effectively contml our decisions.

Onr reliance on one company for the manufacturing, packaging and physical distribution of our products in North America and Europe could have anadverse impact on om'bility to meet our manufacturing, packaging and physical distribution requirements.

Cinram is currently our exclusive supplier ofmanufacturing, packaging and physical distribution services in North America and most of Europe. Accordingly,our continued ability to meet our manufacturing, packaging and physical distribution requirements in those territories depends largely on Cinram's continued successful
operation in accordance with the service level requirements mandated by us in our service agreements. If, for any
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reason, Cinram were to fail to meet contractually required service levels, we would have difficulty satisfying our commitments to our wholesale and retail customers,
which could have an adverse impact on our revenues. Even though our agreements with Cinram give us a right to terminate based upon failure to meet mandated service
levels, and there are several capable substitute suppliers, it might be difficult for us to switch to substitute suppliers for any such services, particularly in the short-term,
and the delay and transition time associated with finding substitute suppfiers could itselfhave an adverse impact on our revenues. In addition, our agreements with
Cinram begin to expire in 2006. Ifwe are unable to negotiate renewals of these agreements we would have to switch to substitute suppliers. Further, pricing negotiated with Cinram in future agreements may be more or less favorable than the existing agreements.

We may be materially and adversely affected by the formation of Sony BMG Music Entertainment.

In August 2004 Sony Music Entertainment ("Sony") and Bertelsmann Music Gmup ("BMG") merged their recorded music businesses to form Sony BMG
Music Entertainment ("Sony BMG"). As a result, the recorded music market now consists of four major players (Universal, Sony BMG, EMI Recorded Music ("EMl")
and us) rather than five (Universal, Sony, BMG, EMI and us). Prior to the formation ofSony BMG, there was one disproportionately large major, Universal, with
approximately 25% market share and four other majors relatively equal in size with market shares mnging between 11% and 14%. Now there are two majors with 2004
global market shares over 25%, Universal and Sony BMG, and two significantly smaller majors, EMI and us, each with less than 15%. There is a threat that the change
in the competitive landscape caused by the new Universal and Sony BMG duopoly could drive up the costs of artist signings and the costs of marketing and promoting
records to our detriment.

Risks Related to our Leverage

Our substantial leverage on a consolidated basis could adversely affect our ability to raise additional capital to fund our operations, limit our ability to
react to changes in the economy or our industry and prevent us from meeting our obligations under our indebtedness.

We are highly leveraged. As of September 30, 2005, our total consolidated indebtedness was $2.246 billion. We have an additional $250 million available for
borrowing under the revolving portion of our senior secured credit faciTity (less $4 million of current letters of credit).

Our high degree of leverage could have important consequences for you, including:

~ making it more difficult for us and our subsidiaries to make payments on indebtedness;

~ increasing our vulnembility to general economic and industry conditions;

~ requiring a substantial portion ofcash flow from operations to be dedicated to the payment ofprincipal and interest on indebtedness, therefore reducing our
abiTity to use our cash flow to fund our operations, capital expenditures and future business opportunities;

~ exposing us to the risk of increased interest rates as certain of the borrowings of our subsidiaries, including borrowings under our senior secured credit
facility, will be at variable rates of interest;

~ limiting our ability and the abiTity of our subsidiaries to obtain additional financing for working capital, capital expenditures, product development, debt
service requirements, acquisitions and general corporate or other purposes; and

~ limiting our abiTity to adjust to changing market conditions and placing us at a competitive disadvantage compared to our competitors who are less highly
leveraged.

We and our subsidiaries may be able to incur substantial additional indebtedness in the future, subject to the restrictions contained in our senior secured credit
faciTity and the indentures relating to our outstanding notes. Ifnew indebtedness is added to our current debt levels, the related risks that we aud our subsidiaries now
face could intensify.
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We may not be able to generate suflicient cash to service all of onr indebtedness, and may be forced to take other actions to satisfy our obligations under our
indebtedness, which may not be successful.

Our abiTity to make scheduled payments on or to xefinance our debt obligations depends on our financial condition and opemting performance, which is subject
to prevaiTing economic and competitive conditions and to certain financial, business and other factors beyond our contxol. We cannot assure you that we will maintain a
level of cash flows fmm operating activities sufficient to permit us to pay the principal, premium, if any, and interest on our indebtedness, including the notes.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we maybe forced to reduce or delay investments in recording artists,
and songwriters capital expenditures, or to seH assets, seek additional capital or restructure or refinance our indebtedness. These alternative measures may not be
successful and may not permit us to meet our scheduled debt service obligations. In the absence of such opexating results and resources, we could face substantial
liquidity problems and might be required to dispose of material assets or operations to meet our debt service and other obligations. Our senior secured credit facility and
the indenture governing our outstanding notes restrict our ability to dispose of assets and use the proceeds from dispositions. We may not be able to consummate those
dispositions or to obtain the proceeds which we could realize fmm them and these proceeds may not be adequate to meet any debt service obligations then due.

Holdings also will be relying on Acquisition Corp. and its subsidiaries to make payments on the Holdings Notes. IfAcquisition Corp. does not dividend funds to
Holdings in an amount sufficient to make such payments, Holdings may default under the indenture governing the Holdings notes, which would result in afl such notes
becoming due and payable. Because Acquisition Corp.'s debt agreements have covenants that Hmit its ability to make payments to Holdings, Holdings may not have
access to funds in an ainount sufficient to service its indebtedness.

Onr debt agreements contain restrictions that limit our flexibility in operating our business.

Our senior secured cxedit agreement and the indentures governing our outstanding notes contain various covenants that limit our ability to engage in speciTied
types of transactions. These covenants limit the ability of our restricted subsidiaries to, among other things:

~ incur additional indebtedness or issue certain preferred shares;

~ pay dividends on or make distributions in respect of our capital stock or make other restricted payments;

~ make certain investments;

~ seH certain assets;

~ create Hens on certain indebtedness without securing the notes;

~ consolidate, merge, sefl or otherwise dispose of afl or substantially afl of our assets;

~ enter into certain transactions with our affiliates; and

~ designate our subsidiaxies as unrestricted subsidiaries.

In addition, under our senior secured credit agreement, our subsidiaries are xequired to satisfy and maintain specified financial ratios and other financial
condition tests. Their abiTity to meet those financial ratios and tests can be affected by events beyond our control, and they may not be able to meet those ratios and
tests. A breach of any of these covenants could msult in a default under our senior secured credit agreement, Upon the occurrence ofan event of default under our
senior secured credit agreement, the Ienders could elect to declare aH amounts outstanding under our senior secured credit agreement to be immediately due and payable
and terminate afl commitments to extend further cxedit. If we were unable to repay those amounts, the lenders under our senior secured credit agreement could proceed
against the collateral granted to them to secure that indebtedness. We have pledged a significant portion ofour assets as collateral under our senior secured credit
agreement. If the lenders under our senior secured credit agxeement accelerate the repayment ofbormwings, we may not have sufficient assets to repay our senior
secured credit agreement, as well as any unsecured indebtedness.
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Risks Related to our Common Stock

We are a "controfied company" within the meaning of the New York Stock Exchange rules and, as a result, wiH qualify for, and intend to rdy on, exemptions
from certain corporate governance requirements.

The Investor Gmup contmls a majority of our outstanding common stock. As a result, we are a "controlled company" within the meaning of the New York Stock
Exchange corporate governance standards. Under the New York Stock Exchange roles, a company ofwhich more than 50% of the voting power is held by an
individual, a gmup, or another company is a "contmfied company" and may elect not to comply with certain New York Stock Exchange corporate governance
requirements, as appficable, including (1) the requhement that a majority of the board of directors consist of independent directors, (2) the requirement that we have a
nominating/corporate governance committee that is composed entirely of independent directors with a written charter addressing the committee's purpose and
xesponsibiTities and (3) the requirement that we have a compensation committee that is composed entirely of independent dimctors with a written charter addressing the
committee's pmpose and xesponsibiTities. We are and intend to continue to utilize these exemptions while we are a contmfied company. As a result, we will not have a
majority of independent directors nor will our nominating and corporate governance committee, which also serves as our executive committee, and compensation
committee consist entirely of independent directors. Accordingly, you will not have the same pmtections afforded to stockholders of companies that are subject to aH of
the New York Stock Exchange corporate governance requirements.

Future sales of our shares could depress the market price of our common stock

The market price of our common stock could decline as a result of sales of a large number of shares of common stock in the market or the perception that such
sales could occur. These sales, or the possibility that these sales may occur, also might make it more difficult for us to sell equity securities in the futme at a time and at
a price that we deem appropriate. As of September 30, 2005 we had appmximately 148.5 million shares of common stock outstanding. Of those shares, the 32.6 million
shares sold in our Initial Common Stock Offering in May 2005 are freely tradsble. Of the.remaining shares, appmximately 8.3 million shares xepmsent restricted stock.
Of these shares, approximately 1.1 million shaxes were vested as of September 30, 2005. The appmximately 1073 million remaining shares plus the vested restricted
stock wiH be eligible for resale fmm time to time, subject to contractual and Securities Act restrictions. The Investor Gmup, which cofiectively beneficially own
appmximately 107.5 million shares, have the abiHty to cause us to register the resale of their shares and certain other holders ofour common stock, including members
of our management, will be able to participate in such registration. In addition, notviithstanding the foregoing, we have xegistered aH 8.3 million shares ofrestricted
common stock and appmximately 8.4 million shares underlying options issued and that may be issued in the future pursuant to our benefit plans and armngements on
registration statements on Forin S-8 and such shares may be sold as provided therein.

The market price ofour common stock may be volatile, which could cause the value ofyour investment to decfine.

Securities msxkets worldwide experience significant price and volume fluctuations. This market volatiTity, as well as general economic, market or potential
conditions, could reduce the market price ofour common stock in spite ofour operating performance. In addition, our operating results could be below the expectations
of securities analysts and investors, and in response, the market price of our common stock could decrease significantly. As a result, the maxket price ofour common
stock could decHne below price at which you purchase it. You may be unable to resell.your shares of our common stock at or above such price. Among other factors
that could affect our stock price are:

~ actual or anficipated variations in operating results;

~ changes in financial estimates by research analysts;

~ actual or anticipated changes in economic, poHtical or market conditions, such as recessions or international currency fluctuations;
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~ actual or anticipated changes in the regulatory environment affecting the music industry;

~ changes in the retailing environment;

~ changes in the market valuations of other music industry peers; and

~ announcements by us or our competitors of significant acquisitions, strategic partnerships, dives!itures, joint ventures or other strategic initiatives.

See "Risk Factors—Due to the natute of our business, our results of opemtious and cash flows may fluctuate significantly from period to period." In the past,
following periods ofvolatility in the market price of a company's securities, stockholders have often instituted class action securities Htigation against those companies.
Such litigation, if instituted, could result in substantial costs and a diversion of management attention and resources, which could significantly harm our profitability and
reputation. 

. Provisions in our Charter and amended and restated bylaws and Delaware law may discourage a takeover attempt.

Pmvisions contained in our Charter and amended and restated bylaws ("Bylaws") and Delaware law could make it more difficult for a third party to acquire us,
even ifdoing so might be beneficial to our stockholders. Provisions of our Charter and Bylaws impose various procedural and other requirements, which could make it
more difficult for shareholders to effect certain corporate actions. For example, our Charter authorizes our board of directors to determine the rights, preferences,
privileges and restrictions ofunissued series ofpreferied stock, without any vote or action by our shareholders. Thus, our boaid of directors can authorize and issue
shams ofprefened stock with voting or conversion rights that could adversely affect the voting or other rights ofholders of our common stock. These rights may have
the effect ofdelaying or detemng a change ofcontrol of our company. These provisions could limit the price that certain investors might be willing to pay in the futuie
for shares ofour common stock.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As discussed in Note 22 to our audited consofidated financial statements for the twelve months ended September 30, 2005, the Company is exposed to market
risk arising from changes in market mtes and prices, including movements in foreign currency exchange rates and interest rates. As of September 30, 2005, other than as
described below, there have been no material changes to the Company's exposure to market risk since September 30, 2004.

We are exposed to foreign currency exchange rate risk with respect to our f100 million principal amount of sterling-denominated notes that were issued in April
2004. These sterling notes mature on April 15, 2014. As of September 30, 2005, these sterling notes had a fair value of approximately $185 million, compared to a
carrying value of $176 million. Based on the pfincipal amount of sterling-denominated notes outstanding as of September 30, 2005 and assuming that all other market
variables are held constant (includmg the level of interest rates), a 10% weakening or strengthening of the U,S. dollar compared to the British pound sterling would not
have an impact on the fair value of these sterling notes, since these notes are completely hedged as of September 30, 2005.

We are exposed to interest rate risk with respect to our floating mte debt. Based on the amount of our floating-rate debt and our interest rate swap agreements
outstanding as of September 30, 2005, each 25 basis point increase or decrease in interest rates would increase or decrease our annual interest expense and cash outlay
by approximately $1.3 million. This potential increase or decrease is based on the simplified assumption that the level of floating-rate debt remains constant with an
immediate across the boanl increase or decrease as ofSeptember 30, 2005 with no subsequent change in rates for the remainder of the period. This increase or decrease
in rates would partially be mitigated by an increase or decrease in interest income earned on our cash balances, almost all ofwhich are invested in short-tean variable
interest rate earning assets.
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We monitor our positions with, and the credit quality of, the financial institutions that are party to any of our financial transactions. Credit risk relating to the
interest rate swaps is considered low because the swaps are entered into with strong, credit-worthy counterparties, and the credit risk is confined to the net settlement of
the interest over the remaining life of the swaps.

The Company did not enter into any significant foreign exchange forward contracts in October and November 2005.

During the twelve months ended September 30, 2005, the Company entered into additional interest rate swap agreements with a notional face amount of $597
million. Under these interest rate swap agreements, we agieed to receive floating-rate payments (based on three-month LIBOR rates) in exchange for fixed-rate
payments. Based on the addition of the new interest-mte swap agteements, each 25 basis point increase or decrease in interest rates would increase or decrease our
annual interest expense and cash outlay by appmximately $ 1.3 milHon. This potential increase or dectease is based on the simplified assumption that the level of
floating-rate debt remains constant with an immediate acmss the board increase or decrease as of September 30, 2005 with no subsequent changes in rates for the
remainder of the period.
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Report of Independent Registered Public Accounting Firm

The Boanl of Directors and Shareholders of Warner Music Group Corp.

We have audited the accompanying consofidated balance sheets of Warner Music Group Corp. (the "Company") as of September 30, 2005 and 2004, and the
related consolidated statements ofopemtions, shareholders'quity, and cash flows for the twelve months ended September 30, 2005 and for the seven months ended
September 30, 2004, Our audits also included the financial statement schedule listed in the Index at Item 15(a). These financial statements and schedule are the
responsibiTity of the Company's management Our responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Broad (United States). Those standards requhe that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free ofmaterial misstatement. We were not engaged to perform an
audit of the Company's internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over
financial repozting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe our audits provide a reasonable basis for our opinions.

In our opinion, the financial statements refened to above present fairly, in all material respects, the consolidated financial position of the Company at
September 30, 2005 and 2004, and the consolidated results of its operations and its cash fiows for the twelve months ended September 30, 2005 and the seven months
ended September 30, 2004, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

Our audits were conducted for the purpose of forming an opinion on the financial statements taken as a whole. The condensed consolidated financial statements
are presented for purposes ofadditional analysis and are not a required part of the financial statements. Such information has been subjected to the auditing pmcedures
applied in our audits of the consolidated financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

New York, New York
November 15, 2005
Is/ Ernst gt, Young LLP
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The Shareholders ofWarner Music Gmup Corp.

Report of Independent Registered Public Accounting Firm

We have audited the combined statements of operations, gmup equity, and cash fiows of Warner Music Gmup Corp. ("Old WMG") for the three months ended
February 29, 2004 (Predecessor Basis) and for the twelve months ended November 30, 2003 (Predecessor Basis). Our audits also included the financial statement
schedule listed in the Index at Item 15(a). These financial statements and schedule are the responsibility of Old WMG's management. Our responsibility is to express an
opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free ofmaterial misstatement. We were not engaged to perform an
audit of the Company's internal control over financial reporting. Our audits included consideration of the internal control over financial reporting as a basis for
designing audit pmcedures that are appmpiiate in the circumstances, but not for the purpose of expressing an opinion on the etfectiveness of the Company's internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits pmvide a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the combined results of its operations and its cash flows for the
three months ended February 29, 2004 (Predecessor Basis), and for the twelve months ended November 30, 2003 (Predecessor Basis), in conformity with U.S. generally
accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

Our audits were conducted for the purpose of forming an opinion on the financial statements taken as a whole. The condensed consolidating financial statements
are presented for purposes ofadditional analysis and are not a requhed part of the financial statements. Such information has been subjected to the auditing procedures
applied in our audits of the financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as whole,

March 10, 2005
New York, New York
/s/Ernst & Young LLP
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Warner Music Group Corp.

Consolidated Bahmce Sheets.

September 38,
2NS

Sss milBom)
eeasr Ad '.: V «r+m' 'SOF+~2'A, V

$QQ 37
' "., ', so','' ~ ', ~ '"',:'+~'~ „ps«%$ '' ' @4) ~~+vol s. ~ „, 'r v'+tivr

Cuaent assets:

Aaaoaas malssila, lass sdsmasam ofSSIS od $222mliloo 637 371
b--;:; SSSSSSoaff '~,:::i'Ss'%7~™ i::..:: 2':":!7l!""':: ':SSSSW'mSK'v."i"::~ i": "'s i": ": .!':ll:::si.::;:,:—; 'll-:"":.sl'l: -:::~'or .

Royalty advances expect@ tobe recouped within one year 190 223

Other cunent assets

Royalty advances expected to be recouped afterone year 190 223
~s''w a ', 'g"~~Vs~a'dad!of's..'-"'r.. r"".Pg "" -':"

~ f~4:„.% ':~'pdalm a:" so "g,:-.V'':..~ "+
Pmperly, plant ind opnpment, net 157 189Imam!::)'':':::--::. om~!'::-----":i::-'i:: "':'m o.,::.—-:::--:,:;,::.-::--"::.::,:m::,::::-.!!msasow'mso:::-:':"'::ms

am~ma mm!"':.':'::!am«!i'ls .:-:: '"':"':::::-m.":-:-:=" "':.=-='-:-: "'--'--- i":
—

':---i- as
104 117

~ «.v 2 . 3l r'=A'2 ~~+~ddt a '~r % s a~fer4P s OAPS .+&i~.«'.:."".''" ',- ': fsP"+ '4,'.', '' I+tts Vl " .".@: ' . ': - «++'' Qod-,Sai2~~~a dec 61Currrnt haMities:
'i=..v.i":.'.: .":.'..".".""~"""":-'~one~=- '-"'~ @'""'.--" "0'.% "'. 624y':.~'. 4 7"~

ACCIIIedmsd='mea
1,0S7 1403'N':.—: .mo.—'!s~::::::

Currant poition of long-term debt
17 '2

f~gulImg18g~„".i~,. '~„'-"~sW.wow"~
2/29 1,828~qi@%ji@R1@;:„-,—:,-'.W~~

ft1%@AW~&gtIneietbOe8'& g~t"" -" "~v.'3

t e 6
l~

Addlslaaalisld-haaollal . 34$ 312fadwkleamofse 6%3! "'".".:2~:.."'mi'"::.'::::.:::: '"'awefr..'.':+'-:::..::cad««3r!s":.!:.'-ARs.;oAe '7sri":":vol'msffdsassf dofs".'-"': .:SANAccunmhted other compmhensive income, net
21 . 6

-,'i.:-'-'::-': '::::i!i'::::-'i mrs i',-.:--::': :'="-:: ':."'-i."-::::::: -'i:--:m."-o m::,,2'ms
)TYi@iaQgiei~~R%fltutJ~~4"~-: 7 ";.a"..":~,g~f',, ~':.5$@f:: "'4. 3"''"':.:'~"."'ee

accompanying notes.



Table of Contents

VFarner Music Group Corp.

Consolidated and Comhined Statements of Operations
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Minority interest expense (5) (14)
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See accompanying notes.
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paid to minority interest on subsidiary piefened stock or to Time Warner
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4 (a) Net cash used in operating activities for thc twelve months ended September 30, 2005 and for the seven months ended Scptcmber 30, 2004 includes approximatety $80 million and $105 mBtion of
acquisition-related restmcnmng payments, rcspecdvely.

(b) Excludes $35 million of non-cash consideration issued as part of the purchase price paid to Time Warner in the foun ofwarrants.

See accompanying notes.
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Consolidated and Combined Statements of Shareholders'nd Group Equity

Due from Time
Warner-
Attdiated

Companies,
net

Total
Shareholders'nd

Group Eqaity

Accumulated
Additional Other

Common Par Paid-in Retained Comprehensive Group
Shares Capital Earnings Income (Loss) Equity-669

jin miuions, except number ofcommon shm es)

Balance at November 30, 2002 — — $ — $ — $ — $ 3+66 $ (565) $ 3,001

Deferred gains on foreign exchange
contracts 4 4

Reduction in tax benefits on stock options
exercised

g, ',lit" a i, ', " ',;:; ',. ""i ';;:;-,-;;-.:;-;;.: .'"-::~ ":~'~,".,':: '"'',"', ', '-~:; )":.-;;";,',P-': v,',4":".".":;e~k:;"", "',.; "',,:;!';;: ". '-':

I

'g» 'a 6( ", ", Om;"„"„" ',amco .'. "t«(SV(t(*.""(neap Om'(',", " a»md-'.. ',,v '" ":.'8~" n»',"& -; -'-"~"76 «9 ' „': '„.', '/ Qi".""„". nn C»"'" '" .:,.„-,.'",, CN Xt

Comprehensive loss:

Foreign currency translation
adiiisttiient

21 21

(piWiinompmmsssiviiiio~&~l"i "'t "i'~&-'eneb
in amounts due from Time

Wamev siiiiiated companies, net

Dividends — — — — — (969) 497 (479)

(a) Net loss for 2003 includes an approximate $1.019 biHion impairment charge to reduce the carrying value ofgoodwill, trademarks aud other intangible assets in thefourth quater of 2003. In addition, net loss for 2002 includes a $4.8 billion impairment charge to reduce the carrying value of goodwill upon the hti*tiai adoption ofFAS 142 and a $1.5 billion impairment charge to reduce the carrying value ofgoodwill and otlier intangible assets in the fourth quarter of 2002 (see Note 10).

See accompanying notes.

90



Table of Contents

WarnerMnsic Group Corp.

Consolidated and Combined Statements ofShareholders'nd Group Equity

Common Stock
Total

Sbmoboldeur
alai

GrouyEtnttr

Accumulated
Otber

Cmnyrebenslve
Income trace)

Ad@trans)
PabWu
Cayltal

Sbares Par Rebdued Gsoay Atnuated

-669 Earmnns Eydtr Comymdes, net

SnnnTdons, t number otcommon sbares)

Balance at~29, 2004—
Predecessor $ $ $ — $ — $ 1i629 $ 62 $ 1 691
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See accompanying notes.
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Notes to Consolidated and Combined Audited Financial Statements

1. Description ofBusiness

Warner Music Gmup Corp. (the "Company" or "Parent") was formed by a private equity consortium of Investors (the "Investor Group") on November 21, 2003.
The Company is the dhect parent ofWMG Holdings Corp. ("Holdings"), which is the direct parent ofWMG Acquisition Corp. ("New WMG" or "Acquisition Corp.").
New WMG is one of the world*s major music companies and the successor to the intexests of the recorded music and music publishing businesses of Time Warner Inc.
('Time Warner"). Such predecessor interests formerly owned by Time Warner are hereinafter referred to as "Old WMG" or the "Predecessor." Effective March I, 2004,
WMG Acquisition Corp. acquired Old WMG kern Time Warner for approximately $2.6 billion (the "Acquisition").

On May 10,2005, the Company sold 32,600,000 shares of its common stock in an initial public offering (the "Initial Common Stock Offering"). In connection
with the Initial Common Stock Offering, the Company (i) converted aH its formerly outstanding shares of Class L Common Stock into shares of Class A Common~ Stock, (ii) renamed aH of its formerly outstanding shares ofClass A Common Stock as "common stock", which had the effect ofeliminating fmm the Company's
authorized capital stock the Class L Common Stock and C!ass A Common Stock and (iii) authorized an approximately 1,139 to I split of the Company's common stock.

The Company classifies its business interests into two fundamental areas: xecorded music and music publishing. A brief description of those operations is
presented below.

Recorded Music Operations

The Company's recoxded music operations consist of the discovery and development of artists and the related marketing and distribution of recorded music
produced by such artists. In addition to the more traditional methods of discovering and developing artists, the Company has implemented new initiatives to identify andnurture artists earlier in the development pmcess and reduce development costs by leveraging its independent distribution network. The Company refers to these newbusiness models as incubator initiatives. Asylum and East West are current incubator labels. In addition, the Company has also entered into strategic ventures with otherrecord labels.

The Company's recorded music operations also include a catalog division called Rhino Entertainment ("Rhino"), which was formerly called Warner StrategicMarketing. Rhino specializes in marketing om music catalog through compilations and reissuances of previously released music and video titles, as well as in the Hcensing of tracks to/f'rom third parties for various uses, including film and television soundtracks.

The Company's principal recorded music distribution operations include Warner-Elektra-Atlantic Corporation ("WEA Corp."), which primarily distributes theCompany's music pmducts to retailers and wholesale distributors in the United States; a 90% interest in Alternative Distribution Alliance ("ADA"), a distribution
company which primarily distxibutes the products of independent record labels to retailers and wholesale distributors; various distribution centers and ventures operatedinternationally; and an 80% interest in Word Entertainment, whose distribution operations specialize in the distribution ofmusic products in the Christian retailmarketplace.

The Company plays an integral role in virtuaHy aH aspects of the music value chain from discovering and developing talent, to producing albums and promoting~ artists and their product. After an artist has entered into a contract with one of the Company's record labels, a master recording of the artist's music is cxeated. Therecording is then xepHcated for sale to consumers primarily in the CD format, and now, in digital formats. In the U.S., WEA Corp. and ADA market, sell and deliverpmduct, either directly or through sub-distributors and
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Notes to Consolidated and Combined Audited Financial Statements—(Continued)

wholesalers, to thousands ofxecord stores, mass merchants and other retailers throughout the country. Recorded music pmducts are also sold in physical form to
Internet physical retailers.

In the United States, the Company's recorded music operations are conducted principally thmugh its major record labels—Warner Bms. Records and The
Atlantic Records Group. In markets outside the U.S., recorded music activities are conducted thmugh our Warner Music International ("WMI") division and its various
subsidiaries, affiliates and non-affiliated licensees.

Music Publishing Operations

The Company's music pubHshing business is focused on the exploitation songs as intellectual property. In return for promoting, placing, marketing and
administering the creative output of a songwriter, or engaging in those activities for other rightsholders, the Company's music publishing business garners a share of the
revenues generated.

Warner/ChappeH is the Company's global music publishing company, headquartered in Los Angeles, with operations in over 50 countries thmugh varioussubsidia'ries, affiliates and non-affiliated licensees. The Company owns or controls rights to more than one million musical compositions, including numemus pop hits,American standards, folk songs and motion picture and theatrical compositions, The music publishing library includes many standard titles that span multiple musicgenres. Warner/Chappefl also administers the music and soundtracks of several thinl-party television and film pmducers and studios, including Lucasfilm, Ltd. andHallmark Entertainment.

The Company also previously owned Warner Bros. Publications (''WBP"), which printed and distributed a bmad selection of sheet music, books and educationalmaterials, orchestrations, folios, personality books, and arrangements fmm the catalogs of Warner/Chappefl and other music pubHshers. On May 31, 2005, we sold ourprinted sheet music business to Alfred Publishing. See Note 6.

Music Publishing xevenues are derived fxom four main sources:

~ Mechanical: the licensor receives myalties with respect to compositions embodied in recordings sold in any format or configuration, including singles,albums, CDs, digital downloads and mobile phone ringtones.

~ Perfonnance: the licensor receives royalties when the composition is performed publicly (e.g., bmadcast radio and television, movie theater, concert,nightclub or Internet and wireless streaming).

~ Synchronization: the licensor receives myalties or fees for the right to use the composition in combination with visual images (e.g., in films, televisioncommercials and pmgrams and videogames).

~ Other: the licensor receives myalties from other uses such as stage productions and pxinted sheet music.

2. Basis ofPresentation

New Basis ofPresentation

The accompanying consolidated and combined financial statements present separately the financial position, results of operations, cash flows and changes inequity for both the Company and its predecessor, Old WMG. As described in further detail in Note 5, Old WMG was acquired by a subsidiary of the Company effectiveas ofMarch I, 2004. In connection with the Acquisition, a new accounting basis was established for the Company as of the acquisition date based upon an allocation ofthe purchase price to the underlying net assets acquired.
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Financial information for the pie- and post-acquisition periods have been separated by a vertical line on the face of the consolidated and combined financial statements
to highlight the fact that the financial information for such periods have been prepared under two different historical-cost bases ofaccounting.

Old Basis of Presentation

As pmviously described, the operations of Old WMG were under the control of Time Warner through the end ofFebruary 2004. In January 2001, historic Time
Warner was acquired by America Online Inc. ("AOL") in a transaction hereinafter referred to as the "AOL Time Warner Merger". The AOL Time Warner Merger was
accounted for under the purchase method of accounting. Under the purchase method of accounting, the basis of the historical net assets included in the accompanyingcombined financial statements was adjusted, effective as of January I, 2001, to reflect an allocable portion of the purchase price relating to the AOL Time Warner
Merger. See Note 5 for additional information.

For all periods prior to the closing of the Acquisition, the accompanying combined financial statements refiect all assets, liabiTities, revenues, expenses and cashfiows directly attributable to Old WMG. In addition, the accompanying combined financial statements include allocations of certain costs ofTime Warner and OldWMG deemed reasonable by the Company's management, in order to present the results of operations, financial position, changes in gmup equity and cash flows ofOld WMG on a stand-alone basis. The principal allocation methodologies are described below. The financial information included herein does not necessarily reflectthe results ofoperations, financial position, changes in group equity and cash flows of Old WMG in the future or what would have been reflected had Old WMG been aseparate, stand-alone entity during the periods presented. The income tax benefit and provisions, related tax payments and deferred tax balances have been prepared asifOld WMG operated as a stand-alone taxpayer for the periods presented.

For all periods prior to the closing of the Acquisition, certain general and administrative costs incuned by Time Warner have been allocated to the combinedfinancial statements ofOld WMG, including pension and other benefit-related costs, insurance-related costs and other general and adminisirative costs. These costallocations were determined based on a combination of factors, as appmpiiate, including Old WMG's pro rata sharc of the revenues under the management of OldWMG and other more directly attributable methods, such as claim expefience for insurance costs and employee-related attributes for pension costs, The costs allocatedto the Company are not necessarily indicative of the costs that would have been incurred if Old WMG had obtained such services independently, nor are they indicativeof costs that will be charged or incurred in the future. However, management believes that such allocations are reasonable.'n
2004, in connection with the Acquisition, the Company changed its fiscal year-end to September 30 from November 30. As such, financial information for2004 is presented for a shortened„ ten-month transition period ended September 30, 2004. This financial information for 2004 also has been separated into two pre-acquisition and post-acquisition periods as a result of the change in accounting basis that occurred relating to the Acquisition. In order to enhance comparability,financial information for the ten-month period ended September 30, 2004 has been supplemented by the presentation ofunaudited fmancial information for the ten-month period ended September 30, 2003. Based on how the Company's closing schedule occurred in 2003, the information for the ten-month period endedSeptember 30, 2003 consists of 43 weeks, as compaied to 44 weeks contained in the ten-month period ended September 30, 2004.

Basis of Consolidation and Combination

Prior to the closing of the Acquisition, the recorded music and music publishing operadons of the Company were legally held by multiple subsidiaries andaffiliates of Old WMG and Time Warner. As such, the
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accompanying financial statements present the combined accounts of such businesses for all periods prior to the Acquisition. After the closing of the Acquisition, New
WMG acquired the stock or net assets of those predecessor businesses. Accordingly, the accompanying financial statements present the consolidated accounts of such
businesses for all periods after the closing of the Acquisition. The consolidated accounts include 100% of the assets, liabilities, revenues, expenses, income, losses and
cash flows of the Company and all entities in which the Company has a controlling voting interest and/or variable interest entities required to be consolidated in
accordance with accounting principles generally accepted in the United States ("U,S. GAAF'). All significant inter-company balances and transactions have been
eliminated in consolidation and combination.

Recapitalization

As discussed above, on May 10, 2005, the Company sold 32,600,000 shares of its common stock in the Initial Common Stock Offering. In connection with the0 Initial Common Stock Offering, the Company (i) converted all its formerly outstanding shares of Class L Common Stock into shares of Class A Common Stock,
(ii) renamed all of its formerly outstanding shares ofClass A Common Stock as "common stock", which had the effect ofeliminating fram the Company's authorized
capital stock the Class L Common Stock and Class A Common Stock and (iii) authorized an approximately 1,139 to 1 split of the Company's common stock,
(collectively, the 'Recapitalization"). Accordingly, histofical financial statements have been restated to reflect the Recapitalization for all periods occurring afier theAcquisition that was effective as ofMarch 1, 2004. Such restatement primarily related to common stock and equivalent shares information, net income (loss) percommon share computations and stock-based compensation disclosures.

3. Summary ofSignificant Accounting Policies0
Use ofEstimates

The preparation afconsolidated and combined financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions thataffect the amounts reported in the financial statements and the accompanying notes. Actual results could differ froin those estimates due to, among other factars„ therisks inherent in the recarded music and music publishing businesses, including continuing industry-wide piracy. Estimates are used when accounting for certain itemssuch as allowances for doubtful accounts and sales returns, depreciation and amortization, asset impairments (including royalty advances and intangible assets),contingencies, reserves (including certain royalty payables), the value of stock-based compensation aud the value of stock warrants issued to Time Warner. In addition,significant estimates were used in accounting for the Acquisition under'he purchase method ofaccounting, and pfior to the Acquisition, in allocating certain costs toOld WMG in order to present Old WMG's operating iesults on a stand-alone basis (see Note 2).

Cash and Equivalents

The Company considers all highly liquid investments with matuiities of three months or less when purchased to be cash equivalents.

Foreign Currency Translation

The financial position and operating results of substantially all foreign operations are consolidated or combined using the local currency as the functionalcurrency. Local currency assets and liabiTities are translated at the rates ofexchange on the balance sheet date, and local currency revenues and expenses are translatedat average rates ofexchange during the period. Resulting translation gains or losses aie included in the accompanying consolidated and combined statement ofshareholders'nd group equity as a component ofaccumulated other comprehensive income (loss).
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Derivative and Financial Instruments

Effective January 1,2001, the Company adopted Financial Accounting Standards Board ("FASB") Statement No, 133, as amended by FASB Statement No. 149,"Amendment ofStatement 133 on Derivative Instruments and Hedging Activities" ("FAS 133"). FAS 133 requixes that all derivative instruments be recognized on the
ba!ance sheet at fair value. In addition, FAS 133 pmvides that, for derivative instruments that qualify for hedge accounting, changes in the fair value am either (a) offset
against the change in fair value of the hedged assets, liabilities, or firm commitments through earnings or (b) xecognized in equity until the hedged item is recognized in
earnings, depending on whether the derivative is being used to hedge changes in fair value or cash flows. The ineffective portion ofa derivative's change in fair value isimmediately recognized in earnings.

As further described in Note 19, the Company issued, and subsequently repurchased, stock warrants to Time Warner as part of the purchase price of the0 Acquisition. The stock warrants were derivative financial instruments which the Company accounted for in accordance with the pmvisions ofFAS 133. Accordingly,the warrants were reflected as a liability in the accompanying consolidated balance sheet of the Company at September 30, 2004, at fair value. In turn, changes in thefair value of the warrants were reflected in the accompanying consolidated statement of operations of the Company for the year ended September 30, 2005 and theseven months ended September 30, 2004.

The carrying value of the Company's financial instruments appmximates fair value, except for certain differences relating to long-term, fixed-mte debt and otherfinancial instruments that are not significant. The fair value of financial instruments is generally determined by reference to market values xesulting fmm trading on anational securities exchange or an over-the-counter market. In cases where quoted market pfices are not available, fair value is based on estimates using present value orother valuation techniques. See Note 14 for the fair value of the Company's debt

Revenues

Recorded Music

In accordance with industry practice and as is customary in many temtories, certain products (such as CDs and cassettes) are sold to customers with the right toreturn unsold items. Revenues fmm such sales are recognized when the pmducts are shipped based on gross sales less a pmvision for future estimated returns. Revenuesfmm the sale of recorded music pmducts thmugh digital distribution channels are recognized when the products are sold by the providers.

Music Publishing

Revenues are earned fmm the receipt of royalties relating to the licensing of rights in musical compositions, and for the sale ofpublished sheet music andsongbooks.

The receipt ofxoyalties principally relates to amounts earned fmm the public performance of copyrighted material, the mechanical repmduction of copyrightedmatexial on recorded media including digital formats, and the use ofcopyrighted material in synchmnization with visual images. Consistent with industry practice,music- publishing royalties generally are recognized as revenue when received.

Gross Versus Net Revenue Classiflcatioxi

In the normal course ofbusiness, the Company acts as an intermediary or agent with respect to certain payments received fmm third parties. For example, theCompany distributes music pmduct on behalf of thinl-paxty record labels. Pursuant to Emerging Issues Task Force ('EITF') No. 99-19, "Reporting Revenue Gmss as aPrincipal versns Net as;im Agent," such transactions are recorded on a "gmss" or "net" basis
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depending on whether the Company is acting as the "principal" in the transaction or acting as an "agent" in the transaction. The Company serves as the principal intransactions in which it has substantial risks and rewards of ownership and, accordingly, mvenues are recorded on a gross basis. For those transactions in which the
Company does not have substantial risks and rewards of ownership, the Company is considered an agent in the transactions and, accordingly, revenues are recorded ona net basis.

To the extent revenues are recorded on a gross basis, any participations and royalties paid to third parties are recorded as expenses so that the net amount (gmssrevenues less expenses) flows thmugh opemting income. To the extent revenues an: recorded on a net basis, revenues are mported based on the amounts received, lessparticipations and royalties paid to third parties. Either way, the impact on operating income is the same whether the Company records the revenues on a gmss or netbasis.

Based on an evaluation of the individual terms ofeach contract and whether the Company is acting as principal or agent, the Company generally recordsrevenues from the distribution of recorded music pmduct on behalfof thud-party record labels on a gross basis. However, revenues are recorded on a net basis forrecorded music compilations distributed by other record companies where the Company has a right to participate in the profits.

Royalty Advances and Royalty Costs

The Company regularly commits to and pays advance royalties to its artists and songwriters in respect of future sales. The Company accounts for these advanceroyalty payments under the related guidance in FASB No. 50, "Financial Reporting in the Record and Music Industry" ("FAS 50"). Under FAS 50, certain advance royalty payments that are believed tobe recoverable fmm future royalfles to be earned by the arlist or songwriter are capitalized as assets. The decision to capitalize anadvance to an artist or songwriter as an asset requires significantjudgment as to the recoverabiTity of these advances. The recoverability of these assets is assessed uponinitial commitment of the advance, based upon the Company's forecast ofanticipated revenues from the sale of future and existing music and publishing-relatedpmducts. In determining whether these amounts are recoverable, the Company evaluates the current and past popularity of the artist or songwriter, the initial orexpected commercial acceptabiTity of the product, the current and past popularity of the geme ofmusic that the pmduct is designed to appeal to, aud other relevantfactors. Based upon this information, the portion of such advances that are believed not to be recoverable is expensed, All advances are assessed formcoverabilitycontinuously and at minimum on a quarterly basis.

4 Royalties earned by artists, songwriters, co-publishers, other copyright holders and trade unions are recognized as an expense in the period in which the sale ofthe product takes phce, less an adjustment for future estimated returns.

Inventories

Inventories consist of CDs, cassettes and related music products, as well as published sheet music and songbooks. Inventories are stated at the lower of cost orestimated realizable value. Cost is determined using first-in, first-out (VFO") and average cost methods, which approximate cost under the HFO method, Returnedgoods included in inventory are valued ates~~le value, but not in excess ofcost.

Advertising

In accordance with American Institute of Certified Pubflc Accountants ('"AICPA") Statement ofPosition ("SOP") No. 93-7, "Reporting on Advertising Costs,"advertising costs, including costs to pmduce music videos
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used for pmmotional purposes, are expensed as incuned. Advertising expense amounted to appmximately $195 million for the year ended September 30, 2005,
$94 million for the seven months ended September 30, 2004, $53 million for the tluee months ended Februaxy 29, 2004, and $202 million for the year ended~ November 30, 2003. Deferred advertising costs, which principally relate to advertisements that have not been exhibited or services that have not been received, were
appmximately $3 million and $4 million at September 30, 2005 and 2004, xespectively.

Concentration of Credit Risk

In the recorded music business, the Company has 15 key customers that generate significant sales volume. At Septexnber 30, 2005 each of these customers
composed fmm 1% to 7% of the Company's consolidated gmss accounts receivable, and approximately 52% in the aggregate. Based on a histoxy ofcash coflection, the
Company does not believe there is any significant coflection risk from such customers. In the music publishing business, the Company collects a significant portion of
its royalties fmm copyright collection societies amund the world. Collection societies and associations generally are not-for-pmfit organizations that represent
composers, songwriters and music publishers. These organizations seek to pmtect the rights of their members by licensing, coHecting license fees and distributing
myalties for the use of their works. Accordingly, the Company does not believe there is any significant collection risk from such societies.

Shipping and Handling

The costs associated with shipping goods to customers are recorded as cost ofrevenues. Shipping and handling charges billed to customers are included inrevenues.

Investments

In January 2003, FASB Interpretation No. 46, "Consolidation of Variable Interest Entities—an Interpretation ofARB No, 51" ('FIN 46") was issued. HN 46requires that the Company first evaluate its investments to determine ifany investments in companies in which the Company has significant influence, but less than acontrolling voting intexest, qualify as a variable intexest entity ("VIE"). In determining ifan entity is a VIF„FIN 46 requhes one to evaluate whether the equity of theentity is sufficient to absorb its expected losses. The evaluation requhes the consideration ofqualitative factors and various assumptions, including expected future cashflows and funding needs. Even if the entity's equity is determined to be sufflcient to absorb expected losses, the xules pmvide that in certain circumstances there needs to be a quaHtative assessment as to whether "substantiafly aH" the benefits of the entity are for the benefit of one of the variable interest holders, In such circumstances,the entity would be deemed a VIB. FIN 46 further pmvides that the prixnary beneficiary of a VIB is xequired to consolidate the VIE's operations.

The Company adopted the provisions ofHN 46 effective as ofNovember 30, 2003. In paxticular, the Company consolidated four recorded music ventures,which were previously accounted for under the equity method ofaccounting. The opemtions of these ventures principally consist of the discovery and development ofaxtists and related music products, which are distributed by the Company. The appiicafion of FIN 46 did not have a material impact on the Company's financialstatements.

For investments in companies in which the Company has significant influence, but less than a controlling voting interest, that do not qualify as VIE's under theprovisions of FIN 46, the Company accounts for the investments using the equity method. This is generafly presumed to exist when the Company owns between 20%and 50% of the investee. Should the Company had a greater than 50% ownership interest in an investee and the minority shareholders held certain rights that allowedthem to participate in the day-to-day operations of the business, the Company would also use the equity method of accounting.
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Under the equity method, only the Company's investment in and amounts due to and fmm the equity investee are included in the consolidated balance sheet;
only the Company's share of the investee's earnings (losses) is included in the consolidated operating results; and only the dividends, cash distributions, loans or other0 cash received fmm the investee, additional cash investments, loan repayments or other cash paid to the investee are included in the consolidated cash flows.

Investments in companies in which the Company does not have a contmlling interest or is unable to exert significant influence are accounted for at market valueif the investments are publicly traded and there are no resale restrictions greater than one year ("available-for-sale investments"). If them are resale restrictions greaterthan one year, or if the investment is not publicly traded, then the investment is accounted for at cost.

Property, Plant and Equipment

Property, plant and equipment are recorded at historical cost. Depreciation is calculated using the straight-line method based upon the estimated useful lives of
depreciable assets as follows: five to ten years for furniture and fixtures, periods ofup to five years for computer equipment and periods ofup to seven years for
machinery and equipment Buildings are depreciated over periods of up to fifty years. Leasehold improvements are depreciated over periods up to the life of the lease.

Accounting for Goodwill and Other Intangible Assets

In July 2001, FASB Statement No. 141, "Business Combinations" ("FAS 141") and FASB Statement No. 142, "Goodwill and Other Intangible Assets"("FAS 142") were issued. These standaids changed the accounting for business combinations by, among other things, pmhibiting the prospective use ofpooling-of-inteiests accounting, In addition, FAS 142 requinxl that goodwill, including the goodwill inchided in the carrying value of investments accounted for using the equitymethod ofaccounting, and certain other intangible assets deemed to have an indefinite useful life, should not be amortized. These new rules also require that goodwfiiand certain intangible assets be assessed for impairment using fair value measurement techniques. 'Iiie Company adopted the pmvisions of FAS 142 effective as ofDecember I, 2001. See Note 10 for further discussion on the adoption ofFAS 142.

Internal-Use Software Development Costs

In accordance with AICPA SOP No. 98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use", the Company capitalizescertain external and internal computer software costs incurred during the application development stage. The appfication development stage generally includes softwaredesign and configuration, coding, testing and installation activities. Training and maintenance costs are expensed as incurred, while upgrades and enhancements arecapitalized ifit is probable that such expenditures will result in additional functionality. Capitalized software costs are depreciated over the estimated useful life of theunderlying project on a straight-line basis, generally not exceeding five years.

Valuation ofLong-Lived Assets

The Company periodically reviews the carrying value of its long-lived assets, including pmperty, plant and equipment, whenever events or changes incircumstances indicate that the carrying value may not be recoverable. To the extent the estimated future cash infiows attributable to the asset, less estimated future cash outflows, are less than the carrying amount, an iinpairment loss is recognized in an amount equal to the difference between the carrying value of such asset and its fairvalue. Assets to be disposed ofand for which there is a committed plan to dispose of the assets, whether thmugh sale or abandonment, are reported at the lower ofcarrying value or fair value less costs to sell.
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Effective March 1, 2004, in connection with the Acquisition, the Company adopted the fair value recognition provisions of FASB Statement No. 123,
"Accounting for Stock-Based Compensation" ("FAS 123") to account for aH stock-based compensation plans adopted subsequent to the Acquisition. Under the fair
value recognition pmvisions ofFAS 123, stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as expense
over the service period.

Pre-Acquisition0
Prior to the Acquisition, certain employees of Old WMG participated in various Time Warner stock option plans. In accordance with Accounting Principles

Board Opinion No. 25, "Accounting for Stock Issued to Employees" ("APB 25") and related interpretations, compensation cost for stock options or other equity-based
awards granted to employees was recognized in'income based on the excess, ifany, of the quoted market price of the stock at the grant date of the award over the
amount an employee must pay to acquire the stock. GeneraHy, the exercise price for stock options granted to employees equaled or exceeded the fair market value ofTime Warner common stock at the date of grant, thereby resulting in no recognition of compensation expense by Old WMG. For any awards that generated
compensation expense as defined under APB 25, Old WMG calculated the amount ofcompensation expense and recognized the expense over the vesting period of the
award.

Had compensation cost for Time Warner's stock option plans been determined based on the fair value method set forth in FAS 123, Old WMG's net loss for aHperiods presented prior to the closing of the Acquisition would have been as follows:

Three Menthe
Ended

February 20,
2004

Ten Months
Ended

Septeniber 30,
2003

Year Ended
November 30, 2003

K-': {audited) (unauditedj {audite(0

e (32) $ (201) ) ((,35))

See Note 18 for further information on employee stock-based compensation.

Income Taxes

Income taxes are pmvided using the asset and HabiHty method presented by FASB Statement No. 109, "Accounting for Income Taxes" ("FAS 109"). Under thismethod, income taxes (i.e., deferred tax assets, deferred tax liabilities, taxes currently payablelrefunds receivable and tax expense) are recorded based on amountsrefundable or payable in the current year and include the results of any differences between U.S. GAAP and tax reporting. Deferred income taxes reflect the tax effectofnet operating loss, capital loss and general business credit carryforwards and the net tax effects of temporary differences between the carrying amount of assets andliabilities for financial statements and income tax purposes, as determined under enacted tax laws and rates, Valuation aHowances are estabHshed when managementdetermines that it is more likely than not that some portion or aH of the deferred tax asset will not be realized. The financial effect ofchanges in tax laws or rates isaccounted for in the period of enactment.

Prior to the closing of the Acquisition, the taxable results of Old WMG were included in the consoHdated U.S. federal, and various states, local and foreignincome tax returns ofTime Warner or its subsidiaries. Also, in
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certain state, local and foreign jurisdictions, Old WMG filed on a stand-done basis. The income tax pmvision reflected in the combined statement of operations of Old
WMG is presented as ifOld WMG operated on a stand-alone basis, consistent with the HabiTity method prescribed by FAS 109. The majority of the temporary
differences for pre-Acquisition periods related to non-deductible reserves and adjustments to the canying value of assets and Habilities estabHshed in the accounting for
the AOL Time Warner Merger, as well as net operating loss carry forwards in 2002 only.

Comprehensive Income (Loss)

Comprehensive income (loss), which is reported in the accompanying consolidated and combined statements of shareholders'nd group equity, consists of net
income (loss) and other gains and losses affecting equity that, under U.S. GAAP, are excluded fmm net income (loss). For the Company, the components ofother
comprehensive income (loss) primarHy consist of foreign currency translation gains and losses and deferred gains and losses on financial instruments designated ashedges under FAS 133, which include interest-rate swap and foreign exchange contracts.

For afi periods prior to the closing of the Acquisition, accumulated other comprehensive income (loss) has been presented as a component of gmup equity andhas not been set forth separately due to the complex nature of preparing a combined set of financial statements for operations that were legally held by multiplesubsidiaries ofOld WMG and Time Warner. Such historical accumulated other comprehensive income (loss) balances were eliminated as part of the change inaccounting basis that occurred effective on March 1, 2004, in connection with the closing of the Acquisition. The following summary set forth the components of othercomprehensive income Joss), net ofrelated taxes, that have been accumulated in shareholders'quity since March 1, 2004:

Foreign
Cnrrenor

Translation
Gain (Losses)

Derivative Accumulated
Financial Other

Instrnmenfs ComprehensiveG'Q ) Gain (Losses)

(in millions)

Activity tbmugh September 30, 2004 10 (4) 6
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Other Recently Issued Accounting Standards

Over the past two years, there have been new accounting standards issued, including FASB 123(R), "Share-based Payment (revised)" ("FAS 123R"), which wasissued in December 2004. The Company plans to adopt the provisions ofFAS 123(R) during the first quarter of fiscal 2006. The adoption of this accounting standard isnot expected to have a material impact on the Company's financial statements.

4. Net Loss Per Common Share

The Company computes net loss per common share in accordance with FASB Statement No. 128, "Earnings per Share" ("FAS 128"). Under the provisions ofFAS 128, basic net loss per common share is computed by dividing the net loss applicable to common shares afler preferred dividend requirements, ifany, by theweighted average ofcommon shares outstanding during the period. Diluted net income (loss) per common share adjusts basic net income (loss) per common share forthe effects of stock options, warrants and other potentially dilutive financial instruments, only in the periods in which such effect is dilutive.
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The following table sets forth the computation ofbasic and diluted net loss per common share (in millions, except per share amounts):

Year ended
September 30,

2005
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Seven Months
Ended

September 30,
2004
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average common shares outstanding forbasic and diluted calculation 120.9 107.5
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The calculation of diluted net loss per share includes an adjustment to the weighted-average common shates outstanding for the potential dilution that would
occur if the Company's stock options or warrants were exercised or the Company's restricted stock had vested. In the periods reported, the effect of the assumed
exercise of stock options and warrants and the assumed vesting of restricted shares would have been antidilutive and accordingly, the following share amounts were

0 excluded from the calculation of diluted net loss per share:

Year ended
September 30,

2005

Seven Months
Ended

September 30,
2004

See Note 18 for a summary of restricted stock and stock options outstanding during the period and Note 19 for a summary of the terms of the warrants that wereissued to Time Warner in connection with the Acquisition.

5. The Acquisition

As previously described in Note 1, effective as of March 1, 2004, a subsidiary oF the Company acquired Old WMG from Time Warner for approximately
$2.6 billion. The initial consideration exchanged consisted of $2.560 billion ofcash and $35 miHion ofnon-cash consideration in the form of warrants that gave TimeWarner the right, under certain conditions, to purchase up to 19.9% of the capital stock of the Company (see Note 19). In addition, the Company incurred approximately$78 million of transaction costs in connection with the Acquisition.

pursuant to the terms of the purchase agreement between the Company and Time Warner, the purchase considemtion is subject to certain adjustments, generallybased on changes in the financial position of Old WMG between the date the purchase agreement was signed and the date the transaction closed. The parties currentlyare in discussions over the terms of final settlement. Such changes are not expected to be material; however, the purchase price reflected in the accompanying financialstatements has been reduced by approximately $ 12 miHion to reflect a reimbursement by Time Warner to the Company of a portion of the purchase considerationalready agreed to by the parties.

The $2.638 billion cash portion of the purchase price, including transaction costs, was financed by a $1.250 billion initial capital investment by the InvestorGroup and aggtegate borrowings of$1.388 billion. The
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$1.250 biHion initial capital investment by the Investor Group was comprised of (i) an $85 million contribution in exchange for the issuance of 85,000 shares of Class A Common Stock of the Company, (ii) a $765 inillion contribution in exchange for the issuance of 9,445 shares of Class L Common Stock of the Company. and (iii) a
$400 million direct contribution to Holdings in exchange for 40,000 shares of cumulative preferred stock ofHoldings. The Company also incurred $262 million of
additional indebtedness to pay certain financing-related fees, as well as to fund future working capital requirements that included a portion of the anticipated costs to
restructum the business. See Note 14 for a description of the Company's financing arrangements and Note 19 fora description of the returns of capital paid to the
Investor Group subsequent to the Acquisition.

The Acquisition was accounted for by the purchase method of accounting for business combinations. Under the purchase method ofaccounting, the acquisition
cost of $2.638 billion, including $78 million of transaction costs and the $12 million reduction in the purchase price described above, was pieliminarily allocated to the
net assets acquhed in proportion to estimates of their respective fair values. The excess of the purchase price over the estimated fair value of the net assets acquired was
recorded as goodwill.

The accompanying consolidated financial statements include the foHowing allocation of the purchase price to the net assets acquired: recorded music catalog,
$1.216 billion; music publishing copyrights, $808 million; trademarks, $110 miHion; goodwill, $846 million; other current and noncurrent assets, $1.852 billion; net
deferred tax liabilities, $163 milHon; acquisition-related restructuring liabilities, $275 million; and other current and noncurrent liabilities, $1.756 billion.

Pro Forma Finandal Information

The following unaudited pm forma financial information presents the opemting results of the Company as if each of (i) the Acquisition and original financing,
(ii) the April 2004 Acquisition Corp. Refinancing (as described under Note 14) and (iii) the transactions with Cinram International Inc. with respect to manufacturing,
packaging and physical distribution services (as described under Note 6), had occurred at the beginning of each period presented (in milHons):

0 Months
Ended Tgvetve Months

Septemb Ended Year Ended
er30, September 30, November 30,
2004 2004 2003

impairment ofgoodwill and ther inta gib! assets rt pip (t ptpi

2003 DealaRelated and Other~ction Costs

In connection with the Acquisition and the prior pursuit by Time Warner and Old WMG of other stmtegic ventures or dispositions involving Old WMG's
businesses in 2003 that did not occur, Old WMG incurred appmximately $70 million of costs, as follows (in millions):

November 30, 2003

tdgasmnoi
ass on executive contractual obligations

25

4
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As part of the Acquisition, the Investor Group and Time Warner agreed that Time Warner would retain its obligations to all employees ofOld WMG covered
under Time Warner's U.S. pension plans; however, employees ofOld WMG would no longer be able to earn additional benefits for future services. Accordingly, Old
WMG recognized a $15 million loss in 2003 in connection with the pension curtailment that ultimately occurred upon the closing of the Acquisition. In addition, Old
WMG recorded a $25 million loss in 2003 relating to certain executive contractual obligations that were triggered upon the closing of the Acquisition.

6. Other Acquisitions and Dispositions

Bad Boy Records LLC Joint Venture

On April g, 2005, the Company entered into an agreement with an affiliate of Sean "Diddy" Combs to form Bad Boy Records LLC ("Bad Boy"), ajoint venture,
owned 50% by the Company and 50% by the affiliate. The Company purchased its 50% membership interest in Bad Boy Records LLC for approximately $30 million in
cash. The joint venture includes catalog and mster artists such as Notorious B.LG., Maiio Winans, Mase, Carl Thomas, B5, Boyz N Da Hood and Diddy. Mr. Combs is
the CEO of the joint venture and supervises its staff and day-to-day operations. The Company provides funding, marketing, pmmotion and certain backoffice services
for the joint venture. The transaction was accounted for under the purchase method of accounting during the third quarter of fiscal 2005 as the Company bears a
majority of the financial risks and rewards associated with the venture. The results of operations ofBad Boy are included in the Company's results of operations fmm
its acquisition date. The accompanying consolidated financial statements include the following allocation of the approximately $30 million purchase price to the
Company's share ofunderlying net assets based on their respective fair values: recorded music catalog, $9 million; artists'ontracts, $14 million; goodwill, $20 million;
and other cunent fiabilities, $14 million.

Sale ofMusic Manufacturing

In October 2003, Time Warner completed its pale of the DVD and CD manufacturing, printing, packaging, physical distribution and merchandising businesses
formerly managed by Old WMG for $1.05 billion in cash to Cinram International Inc. ("Cinram"). The sale included the following businesses: WEA
Manufacturing Inc., Warner Music Manufacturing Eumpe GmbH, Ivy Hill Corporation, Giant Merchandising and the physical distribution operations of WEA Corp.

In addition, Time Warner and Old WMG entered into exclusive, long-term agreements for Cinram to provide manufacturing, printing, packaging and physicaldistribution ofTime Warner's and the Company's DVDs and CDs in North America and Europe at fair market value-based rates. Cinram is currently the Company's
exclusive supplier of such services in North America and most ofEurope.

As previously noted, the physical distribution operations ofWEA Corp., which are included in the accompanying financial statements, were included in the sale.Old WMG recognized a $12 million pietax loss in 2003 in connection with the sale, which has been refiected as a component of operating loss in the accompanyingstatement ofopemtions. For the year ended November 30, 2003, Old WMG included in its accompanying statement ofopaations approximately $15 million ofrevenues; approximately $11 million of operating losses; approximately $4 miHion of opemting losses before depreciation and amortization expense; and an
approximate $7 million net loss related to the physical distribution operations of WEA Corp.

Acquisition of Certain Minority Interests in Maverick Recorhng Company

As ofSeptember 30, 2004, the Company had a 50% interest in Maverick Recording Company ("Maverick"). In November 2004, the Company acquired an
additiona1 30% interest in Maverick fiom its existing partner for approximately $17 million and certain amounts previously owed by such partner to the Company. Thetmnsaction was accounted for under the purchase method ofaccounting during the first quarter of
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fiscal 2005. The purchase price was allocated to the underlying net assets of Maverick in proportion to their estimated fair value, principally artist contracts and
recorded music catalog. As part of the transaction, the Company and the remaining parmer in Maverick entered into an agreement pursuant to which either party can
elect to have the Company purchase the remaining 20% interest in Maverick that it does not own by December 2007.

Sale of Warner Bros. Publications

On May 31, 2005, the Company sold Warner Bros. Publications, which conducted the Company's printed sheet music operations, to Alfred Publishing. As part
of the transaction, the Company agreed to license the right to use its music publishing copyrights in the exploitation ofprinted sheet music and songbooks fora twenty-
year period of time. No gain or loss was recognized on the transaction, as the historical book basis of the net assets sold was adjusted to fair value in connection with the
accounting for the Acquisition. Due to the Company's continuing involvement with Warner Bros. Publications, it was not reported as discontinued operations.

The sale is not expected to have a material effect on the future operating results and financial condition of the Company. For the year ended September 30, 2005,
the ten months ended September 30, 2004, and the year ended November 30, 2003, the operations being sold generated revenues of approximately $35 mHlion,
$36 milHon, and $56 million, respectively; operating income (loss) of approximately $1 miHion, $(7) miHion, and $1 million, respectively; operating income (loss)
before depreciation and amortization expense of$1 million, $(7) million, and $2 milHon, respectively; and net losses of approximately $1 miHion, $8 miHion, and $2
million, respectively.

7. Investments

The Company's investments consist of:

September 30,
2003

September 30,
2004

Cost-method investments
10

In connection with the Acquisition, primarily aH ofOld WMG's investments were transferred to Time Warner. Significant equity-method investments held bythe Company at September 30, 2004 related to the Company's continuing interest in Deston Songs and a new investment made in 2004 in Royalty Services, LP. (25%owned) to develop a shared royalty system platform with Universal Music Group, Exigen Gmup and 11ghtspeed Venture Partners.

In 2005, the Company disposed of its equity-method investment in Deston Songs, and made additional capital contributions to its investment in RoyaltyServices, LP., as required by the agreement. AdditionaHy, during 2005 the Company made an investment of$9 migion to acquire a 15% interest in Front LineManagement, a cost-method investment, and other equity in'vestments of $4 million. Such investments are not material to the Company's overaH financial position oroperating results.
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Net Investment-Related Gains (Losses)

For the year ended September 30, 2005 the Company recognized $1 milHon ofnet investment-related gains, primarily related to the disposition of an equity-
method investment. There were no significant investment-related gains or losses recognized in either the seven-month period ended September 30, 2004 nor the thee-
month period ended February 29, 2004.

For the year ended November 30, 2003, Old WMG recognized $26 million of net investment-related losses, principally to reduce the carrying value ofcertain
investments, including Old WMG's interest in Telstar. Of such amount, approximately $17 million ofnet investment-related losses were recognized by Old WMG inthe ten-month period ended September 30, 2003.

S. Inventories

Inventories consist of the following:

September 30,
2005

September 30,
2004

Sn muliem)4
Published sheet music and song books

2 23

The decHne in published sheet music and song books relates to the sale of the Company's printed music operations as described in Note 6.
9. Property, Plant aud Eqtdpment

Property, plant and equipment consist of the following:

September30p
2005

September 30,
2004
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10. Goodwill and Intangible Assets

Impairment Charges

0 During the fourth quarter of the fiscal year ended November 30, 2003, in connection with Time Warner's agreement to sell Old WMG as described more fufiy inNote 5, Old WMG recorded a $1.019 billion impairment
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Other Intangible Assets

Other intangible assets consist of the following:

September 30, Acquisitions Other (a) September 30,
2004 2005

r
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(a) Other represents foreign currency tmnslation adjustments.

The increase in the Company's gross intangible assets represents the allocation of the purchase price of the Company's acquisition of an additional interest inMaverick to the net assets acquiired, principally music copyrights ofapproximately $17 miHion and artist contracts of approximately $16 million, and the acquisition ofa 50% interest in Bad Boy as described in Note 6, including the acquisition ofrecorded music catalog of approximately $9 million and artist contracts of approximately$14 million. The increase also relates to the acquisition of approximately $16 million ofpublishing copyrights during the year ended September 30, 2005.

Amortization

Based on the amount of intangible assets subject to amortization at the end of September 2005, the expected amortization for each of the next five fiscal years isas follows:

Years Ended0 n sum se,

0
883

The life all acquired intangible assets is evaluated based on the expected future cash flows associated with the asset. The expected amortization expense abovereflects estimated useful lives assigned to the Company's identifiable, finite-lived intangible assets established in the accounting for the Acquisition effective as of
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March I, 2004 as follows: ten years for recorded music catalog, fifteen years for music publishing copyrights and fifteen years for trademarks. Artist contracts acquired by the Company have variable estimated useful lives which do not exceed ten years.

Amortization expense included in Old WMG's statement of operations for each of the three months ended February 29, 2004 and the year ended November 30,
2003 was based on different estimated useful lives assigned to Old WMG's identifiable, finite-lived intangible assets. For each of the three months ended February 29,
2004 and the year ended November 30, 2003, estimated useful lives of fifteen years were assigned to both of Old WMG's recorded music catalog and music publishing
copyrights. The change in estimated useful lives from 2003 to 2004 was implemented in connection with the valuation of the Company's intangible assets in connection
with the Acquisition. See Note 5 for a discussion of the pro forma effects of the Acquisition on the historical operating results of Old WMG, including the effects from
the aforementioned changes in estimated useful lives.

11. Restructuring Costs

2005 Restructuring Activities

In August of 2005, Jason Fio, the co-chairman ofThe Atlantic Records Group left the Company. In an effort to streamline the businesses, the Company
merged the operations ofLava Records into the opemtions of The Atlantic Records Gmup in September 2005. As a result, certain employee positions at Lava were
restructured. In addition to restructuring such employee positions, the Company evaluated its workforce at other affiliates and restructured certain other positions in
order to maximize cost effectiveness. These employee terminations resulted in restructuring charges of $4 million in the year ended September 30, 2005. Additionally,
certain artists'ontracts were terminated as part of the cost-saving initiative. Such artist contract terminations resulted in $3 million restructuring charges in the year
ended September 30,2005 .

Acquisition-Related Restructuring Costs

In connection with the Acquisition that was effective as ofMarch I, 2004, the Company reviewed its operations and implemented several plans to restructure its
operations. As part of these restructuring plans, the Company recorded a restructuring liability of approximately $307 million during 2004. This restructuring Hability
included costs to exit and consolidate certain activities of the Company, as well as costs to terminate employees and certain artist, songwriters and co-publisher
contracts. Such liabilities were recognized as part of the cost of the Acquisition.

Of the total $307 miHion restructuring costs recorded by the Company, approximately $164 million related to work-force reductions, including employee
termination benefits and relocation costs; approximately $75 million related to costs to terminate certain artist, songwriters and co-publisher contracts; and the balance
of approximately $68 million related to other anticipated costs to exit certain leased faciTities and operations, such as international distribution operations. The number
ofemployees identified to be involuntarily terminated approximated 1,600.

Based on the restructuring plans aheady implemented, the Company revised its original estimates of restructuring costs during the year ended September 30,
2005. This resulted in an overall reduction in the restructuring costs of approximately $32 million. The Company's restructuring liabilities and goodwill as of
September 30,2005 have been reduced by such amounts. As of September 30, 2005, the Company had approximately $49 million of liabilities for Acquisition-related
restructuring costs recorded hits balance sheet. These liabiTities represent estimates of future cash obligations for all restructuring activities that had been
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implemented. The outstanding balance of these FiabiTities primarily xehte to extended payment turns for long-term lease oMgations for vacated facilities or lang-term artist commitments. Thesexetnahringlease obligations are expccted to be settled by 2019. We expect to pay a majority of the xtmaining costs in

fiscal

200.

Total

tie muuoas)~ilsg'gN'~ecp0gg~+~ ~~~k'::::+ o~~t7~."';:.; ts"%e'ajax;... '@~;~:,-'. ~:; ",~'~@~ i:;::+@%~4".'~:- gii.;~-; sk '~+~i]
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(a) Principally xelates to changes in foreign ctmency exchtmge rates, the non-cash write.offof the canying value ofadvances mhting to terminating certain artist,songwriter and co-publisher contracts.

CostMvlnga Incentive Phn

In addition, in connection with the Acquisition, the Company appmved a cost-savings incentive compensation plan during 2004 in order to incentivizemanagement to implement the afimmenfioned xestxucturing phns and seduce operating costs. Under the phn, key employees of the Company were entitled to catnapto $20 milhon in the aggregate based on the attainment and maintenance ofcertain cost-savings targets. Based on the level ofcost savings actually generated at the endof September30, 2004, which exceeded the cost savings targets under the plan. the Company determined that it was pmbable that eligible employees would vest in tbefull benefits under the pisa. Accoidhgly, the Company expensed the full $20 million liabiTity under the plan, along with other xcstructuring-tehted costs of$6 million,during the seven months ended Septeinbcr 30, 2004. Oat of the aggregate $26 million IhMity, $16 million has been paid dming tbe year ended September 30, 2005.We expect to pay the xemahthtg $10 mHlion in fiscal 2006.

OtherNon-Aetiuislthm Rehted Restructuring Costs

In addition to the costs ofxesttuctuilngs associated with actluisition and merger activities, Old WMG has also xecoguized restructuring costs that axe unrelated tobusiness combinations and are expensed as incurred.

2003 iterttucturingActivities
0

During 2003, in a continuing effort to xethce costs, Old WMG implemented a series ofsignificant restructuring activities. In particular, Old WMG restructuredits domestic distribution operations, outsoulced its Canadian distribution operarions, and confined to mducc its worldwide headcount to adjust to changing economicconditions in various~ In connection with these inYiiatives, Old WMG xecognized xestmcturing charges ofappmximately $35 milFion in 2003. Of this amount,appmximately $22 million misled to worit-force reductions, Including employee termination benefits and relocation costs, and appmximately $13 million related toother anticipated costs to exit certain feeTiitiea The number ofemployees that were involuntarily teminated appniximated 365. All xestracturing activities werecompleted by the end of2003.
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As ofNovember 30, 2003, there was approximately $10 million ofnon-Acquisition related restructuring costs that bad yet to be paid, principally relating to
severance obligations aud Iong-term lease obligations for vacated facilities. As previously noted, in connection with the Acquisition, Time Warner agreed to assume all
unpaid sevemnce obligations from Old WMG. Accordingly, all such liabilities were transferred to Time Warner effective as of March I, 2004. In addition, in
connection with the Acquisition, the Company reevaluated its global factTity requirements and further consolidated its real estate holdings. As part of this re-evaluation,
the Company remeasured the fair value of its long-term lease obligations for vacated faciTities, eliminated the pre-existing $2 million book value of the lease obligations
for vacated facilities and recorded the net impact as an addition to goodwill. See prior discussion of Acquisition-related restructuring costs.

The restructuring costs related to each of the Company's business segments, as well as corporate-level employees. Selected information related to the 2003
restructuring plans by business segment is as follows {in millions):

Employee Terminations

Recorded Music Corporate Total
Music Publishing

I :ltL'—'-.""''"'-:::::::--':."::::::.:"--:-::-:::::::-.=::::—::: —:-:-'-"':—'::::-:-::-'-'---:::::--::-:::-:-::::::-.—'.":::::-::::-::::::--."-':-:—::-:-:::-'::-"-:::—::-:—::-::—:-::::::::=-::--:: a":&'-::---::::--::-::'--;::."::ll:::: —"

gggd actimly~i'lim~nf~jid

Other Exit Costs

CorporateRecorded Music Total'usic

Pub!isbing

Liability'as ofNovember 30,2003 2 — — 2
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12. Other Current and Noncurrent Liabilities

Other current liabilities consist of the following {in miHions):

September 30,
2005

September 30a
2004

K:.
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Other noncurrent Habilities consist of the following (in millions):

September 30,
2005

September 30,
Z004

',. '; 'l~ . „'„".*,':,',5;'ccruedcompensation and benefits 21 29~R
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Licensing Advance Payable

Other noncurrent liabiHties include an $8 miHion obligation at each of September 30, 2005 and 2004 to repay an advance received in a prior period under a
Hcensing agteement. Under the terms of the original agreement, such amount was subject to repayment if the advance was not recouped fmm myalties genemtcd under
the agreement by November 30, 2003. In June 2003, the parties entered into an amended agreement whereby, in connection with an extension of the term of the original
agreement, the Company agreed to repay the advance over a six-year period ended November 30, 2009. Of the total repayment amount, $2 million was repaid in 2003.
The remaining $8 million is repayable as fofiows: 2006, $09 million; 2007, $0.5 million; 2008, $3 million; and 2009, $4 million.

13. Note Payable to Shareholders

In September 2004, the Company declared a $342 million dividend to its shareholders in the foun ofa note payable. The note payable was interest-bearing at a
rate of 10% per annum. The note payable was paid in October 2004 using pmceeds received fmm a return ofcapital previously invested in Acquisition Corp. Interest
paid to the Company's shareholders under the note payable amounted to appmximately $1 million.

14. Debt

In connection with the Acquisition, the Company incuned $1.650 billion of indebtedness consisting of (i) $1.150 billion of bormwings under the term loan
portion ofa senior secured credit facility and (ii) $500 mifiion ofbormwings under a senior subordinated bridge loan facility (the "Bridge Loan"). A portion of these
bormwings was refinanced by WMG Acquisition Corp., a subsidiary of the Company, in April 2004 (the "Acquisition Corp. Refinancing"). In addition, in December
2004, Holdings incuned appmximately $700 million of debt to redeem its outstanding shares of cumulative preferred stock and pay a return ofcapital to the Investor
Group (the "Holdings Refinancing"). A portion of this debt was redeemed in June 2005 {the "Holdings Redemption"). The foHowing summarizes the Acquisition Corp.Refinancing, the Company's debt capitalization as of September 30, 2005 and 2004, the principal terms of the Company's financing arrangements, the HoldingsRefinancing.

The Acquisition Corp. Refinancing

In April 2004, the Company incurred $697 million ofnew indebtedness, consisfing of the issuance by Acquisition Corp. of (i) $465 milHon principal amount of7375% Senior Subordinated Notes due 2014,
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(ii) 100 million Sterling principal amount of 8.125% Senior Subordinated notes due 2014 (U.S. dollar equivalent of $ 182 million as of April 2004) and (iii) $50 million
ofadditional borrowings under the term loan portion of the Company's senior secured credit facility.

Together with available cash on hand, such proceeds were used (i) to repay all $500 miflion ofbormwings under the Bridge Loan, (ii) to redeem a portion of the
cumulative preferred stock ofHoldings in the amount of $202 miinon and (iii) to pay certain financing-related transaction costs.

In connection with this re-financing, the Company incurred a $6 million pretax loss during the seven months ended September 30, 2004 to write off the carrying
value of its unamortized debt issuance costs paid in connection with its bormwings under the Bridge Loan.

Debt Capitalization

As of September 30, 2005 and 2004, the Company's Iong-term debt consisted of (in millions):

September 30,
3005

September 30,
2004

'« .'8 . % .';" ' ol ',;,0004311,', ... ~:",,'21o«4sl
7275% U.S. dollaodenoudnaicd Notes due 2074—Acquisition Corp 407 440!un': "''"',: """ rci'i'i"'S%0

niortgscoc tN te d e2014—Holdings 174
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0 Senior Secured Credit Facility

Holdings aud Acquisition Corp. are party to a senior secured credit facility that was entered into in connection with the Acquisition. The senior secured credit
facility consists ofa $1 2 billion term loan portion and a $250 million revolving credit portion. The term loan portion of the faciTity matures in seven years in
February 2011. Acquisition Corp. is requited to prepay outstanding term loans, subject to certain exceptions and conditions, with excess cash flow or in the event of
certain asset sales, casualty and condemnation events and incurrence of debt Acquisition Corp. is required to make minimum repayments under the term loan portion of
the faciTity in quarterly principal amounts of $4.2 million for the first six years and nine months, with a remaining balloon payment in February 2011.

The revolving credit portion of the senior secured facility matures in six years in February 2010. Them are no mandatory reductions in bormwing availability for
the revolving credit portion of the facility thmugh its term.

Bormwiugs under both the term loan and revolving credit portion of the senior secured credit facility bear interest at a rate equal to an applicable margin plus, at
the Company's option, either (a) a base rate determined by reference to the higher of (I) the prime rate ofBank of'merica, N.A. and (2) the federal funds rate plus I/2of 1% or (b) a LIBOR rate determined by reference to the costs of funds for deposits in the currency of such borrowing for the interest period relevant to such
bormwing adjusted for certain additional costs. The initial
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applicable margin for borrowings under the revolving credit faciTity and the term loan facility is 1.75% with respect to base rate borrowings and 2.75% with respect to LIBOR bormwings. The applicable margins for bormwings under the senior secured credit facility may be reduced, subject to Acquisition Corp. attaining certain
leverage ratios.

In addition to paying interest on outstanding principal under the senior secured credit facility, Acquisition Corp. is required to pay a commitment fee to the
lenders under the revolving credit faciTity in respect of the unutilized commitments. The initial commitment fee rate is .50%. As of September 30, 2005, the
commitment fee rate was 0375Ão. The commitment fee rate may be reduced subject to Acquisition Corp. attaining certain leverage mtios. Acquisition Corp. is also
requhed to pay customary letter of credit fees, as necessary.

The senior secured credit facility contains a number of covenants that, among other things, restrict, subject to certain exceptions, Acquisition Corp.'s ability and
the ability of its subsidiaries to seH assets, incur additional indebtedness or issue prefened stock, repay other indebtedness, pay dividends and distributions or repurchase
capital stock, create liens on a'ssets, make investments, loans or advances, make certain acquisitions, engage in mergers or consolidations, engage in certain transactions
with affiHates, amend certain material agieements, change the business conducted by itself, its parent company and its subsidiaries, and enter into agreements that
restrict dividends fmm subsidiaries. In addition, the secured credit facility requires Acquisition Corp. to maintain the foflowing financial covenants: a maximum total
leverage ratio, a minimum interest coverage ratio and a maximum capital expenditures limitation.

The Company obtained an amendment to its senior secured credit facility in May of 2005 to pmvide for, among other things, an additional term loan of$250
million which the Company has obtained concurrent with the Initial Common Stock Offering, a reduction in the margin applicable on the term loan, and more flexibility
under certain restrictive covenants.

Senior Subordinated Notes due 2014

The Company has outstanding two tranches of Senior Subordinated notes ofAcquisition Corp. due 2014: $465 million principal amount of U.S. dollar-
denominated notes (the "U.S. Notes") and 100 rniflion principal amount of Sterling-denominated notes (the "Sterling Notes" and collectively, the "Subordinated
Notes"). The Subordinated Notes mature on April 15, 2014. Interest is payable on the Subordinated Notes on a semi-annual basis at a fixed rate of7.375% per annum
for the U.S. Notes and 8.125% per annum for the Sterling Notes.

The Subordinated Notes are redeemable in whole or in part, at the option ofAcquisition Corp., at any time at a redemption price defined under the indenture
governing the Subordinated Notes (the "Indenture") that generally includes a premium. In addition, upon a change of contml of Acquisition Corp. and upon certain
asset sales as specified under the Indenture, Acquisition Corp. may be required to make an offer to redeem the Subordinated Notes from the holders at a redemption
price defined under the Indenture that includes a premium.

The Subordinated Notes are unsecured and subordinated to aH ofAcquisition Corp.'s existing and future senior indebtedness, inchding Acquisition Corp.'s
obligations under its senior secured credit faciHty. Each of Acquisition Corp.'s wholly owned domestic subsidiaries that have guaranteed the obligations under
Acquisition Corp.'s senior secured credit facility also have guaranteed the Subordinated Notes on a joint, several and unconditional basis.

The Indenture Hmits Acquisition Corp.'s abiTity and the abiTity of its restricted subsidiaries to incur additional indebtedness or issue certain preferred shares; to
pay dividends on or make other distributions in respect of its capital stock or make other restricted payments; to make certain investments; to sell certain assets
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to create liens on certain debt without securing the notes; to consolidate, merge, sell or otherwise dispose off all or substantially all of its assets; to enter into certain
N transactions with affiliates; and to designate its subsidiaries as unrestricted subsidiaries.

Subject to certain exceptions, the Indenture permits Acquisition Corp. and its restricted subsidiaries to incur additional indebtedness, including secured
indebtedness.

The Holdings Refinancing

In December 2004, Holdings issued $847 million principal amount ofdebt consisting of (i) $250 million principal amount of Floating Rate Senior Notes due
2011 (the "Holdings Floating Rate Notes"), (ii) $397 million principal amount at maturity of 9.5% Senior Discount Notes due 2014, which had an initial issuance
discount of$147 million (the "Holdings Discount Notes") and (iii) $200 million principal amount ofFloating Rate Senior PIK Notes due 2014 (the "Holdings PIK
Notes," and collectively, the "Holdings Notes"). The gross proceeds of$696 million received from the issuance of the Holdings Notes were used to (i) redeem the
remaining shares of cumulative preferred stock of Holdings at a redemption price of $209 million, including $9 milflon of accrued and unpaid dividends, (ii) pay a
return ofcapital to Parent Corp. and its shareholders in the aggregate amount of $472 million and (iii) pay debt-related issuance costs ofapproximately $15 million.

The Holdings Redemption

In June 2005, using pmceeds from the Company*s Initial Common Stock Offering and approximately $57 million of cash on hand, Holdings redeemed all of the
Holdings Floating Rate Notes, all of the Holdings PIK Notes, and 35% of the aggregate outstanding principal at maturity of the Holdings Discount Notes.

The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date through the redemption date, the notes bore interest at a
quarterly floating mte based on tluee-month LIBOR rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning on March 15, 2005.

The Holdings Discount Notes were issued at a discount and have an initial accreted value of $630.02 per $1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required. However, interest accrues on the Holdings Discount Notes in the form of an increase in the accreted value
of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter, cash interest
on the Holdings Discount Notes is payable semi-annually at a fixed rate of 9.5% per annum. The Holdings Discount Notes mature on December 15, 2014. The
Company redeemed 35% of the Holdings Discount Notes on June 15, 2005.

The Holdings PIK Notes were redeemed in full on June'15, 2005. From the date of issuance thmugh the date of redemption, the notes bore interest at a semi-.
annual, floating rate based on six-month LIBOR rates plus a margin equal to 7%. Interest was accmed in the form of additional PIK Notes at the election of the
Company. Such amounts were also repaid in connection with the redemption.

In connection with the redemption of the Holdings Floating Rate Notes and 35% of the Holdings Discount Notes, the Company was required to pay redemption
premiums of $10 million and $9 miihon, respectively, which the Company paid on June 15, 2005 and recorded as a loss on the repayment of the notes in the
consolidated statement ofoperations for the year ended September 30, 2005.

The Company was also required to pay all accrued interest as of the redemption date related to the Holdings Notes that were redeemed. This amount consisted of
$5 million related to the Holdings Floating Rate Notes, $9 million related to the Holdings PIK notes, and $4 million in accreted value of the 35% of Holdings Discount
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Notes redeemed. Of such amount, $8 million had been expensed in previous quarters and $10 million was recorded as interest expense in the consolidated statement of
opemtions for the year ended September 30, 2005.

In connection with the redemption ofcertain of the Holdings Notes, the Company also wmte off the remaining balance ofdebt-issuance costs of $12 million
related to the notes redeemed and the remaining unamortized original issue discount of $4 million related to the Holdings PIE Notes. Such amounts were recorded as a
loss on the repayment of the notes in the consolidated statement of operations for the year ended September 30, 2005.

Parent has fully and unconditionally guaranteed the remaining Holdings Discount Notes. The Holdings Notes are unsecured and subordinated to all of Holdings*
existing and future secured debt, including Holdings'uarantee ofborrowings by Acquisition Corp. under the Company's senior secured credit faciTity. In addition, the
Holdings Notes are structurally subordinated to the Subordinated Notes ofAcquisition Corp.

The lndentures limit Holdings'bility aud the ability of its restricted subsidiaries to incur additional indebtedness or issue certain preferred shares; to paydividends on ormake other distributions in respect of its capital stock or make other restricted payments; to make certain investments; to sell certain assets; to create
liens on certain debt without securing the notes; to consolidate, merge, seII or otherwise dispose of all or substantially all of its assets; to enter into certain transactions
with affiliates; and to designate its subsidiaries as unrestricted subsidiaries.

Restricted Net Assets

The Company is a holding company with no independent operations or assets other than through its interests in its subsidiaries, such as Holdings and Acquisition
Corp. Accordingly, the abiTity of the Company to obtain funds fmm its subsidiaries is restricted by the senior secured credit faciTity of Acquisition Corp., the indenturefor the Subordinated Notes issued by Acquisition Corp., and the indentures. for the Holdings Notes,

Pre-Acquisition Debt

During 2003, the Company incurred approximately $1 14 milnon of indebtedness in connection with a recapitalization of certain wholly owned international
subsidiaries. The principal amount of 100 million Euros was owed to Societe General and was repaid in 2004 in connection with the Acquisition.

Interest Expense and Maturities

Total interest expense, including amounts payable to Time Warner and its affiliates for aH periods prior to the closing of the Acquisition, was $182 million foithe year ended September 30, 2005, $88 million foi the seven months ended September 30,2004, $3 million for the three months ended February 29,2004, and
$47 milnon for the year ended November 30, 2003. The weighted-average interest mte of the Company's total debt at September 30, 2005 and 2004 was 6.55% and5.75%, respectively.

Based on the amount ofdebt outstanding as of September 30, 2005, annual repayments of long-term debt for each of the five years subsequent to September 30,2005 aie approximately $17 million per year.

Fair Value ofDebt

Based on the level of interest rates prevailing at September 30, 2005, the fair value of the Company's fixed-rate debt exceeded its carrying value byapproximately $10.6 million. Uiuealized gains or losses on debt do not result in the realization or expenditure of cash and generally are not recognized for financialreporting purposes unless the debt is retired prior to its maturity.
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15. Income Taxes

For the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company is a stand-alone tax filer. However, for aH periods prior
to the closing of the Acquisition, which includes the three months ended February 29, 2004 and the year ended November 30, 2003, the taxable results of Old WMQ
were included in the consolidated U.S. federal and various U.S. state and local, and foreign income tax returns ofTime Warner or its subsidiaries. Also, in certain U.S.
state and local, and foreign jurisdictions, Old WMG filed on a stand-alone basis. The tax pmvisions and related balance sheet disclosures for the periods prior to the
closing of the Acquisition have been prepared assuming Old WMG was a stand-alone taxpayer for the periods presented.

Domestic and foreign pretax income Joss) are as follows (in millions):
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Current and defened income taxes (tax benefits) provided are as follows (in miHions):
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(a) includes cash withholding taxes of$14 milHon, $9 miHion, $5 million and $ 19 million for the year ended September 30, 2005, seven months endedSeptember 30, 2004, the three months ended Febmary 29,2004, and the year ended November 30, 2003, respectively.
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The differences between the U.S. federal statutory income tax mte of 35% aud income taxes pmvided are as follows (in millions):
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(a) U.S, state and local taxes for the year ended November 30e 2003 were net of U,S. federal tax benefit.

During the year ended September 30, 2005, the Company incurred losses in the U.S. and certain foreign temtories. The tax benefit associated with these losseswas offset by a valuation allowance as the Company has determined that it is more likely than not that these losses will not be utilized. Significant components of theCompany"s net deferred tax assets/(habiTities) are summarized below (in millions):

September 30, 2005 September 30, 2004
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Assets acquired in business combinations
(201) (232)
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At September 30, 2005, goodwiH was reduced by $56 milHon as a result of the reversal of valuation allowances established at the acquisition date for purchase
price liabiifiities and a determination that it is more likely than not that some portion or aH of the deferred tax assets will be realized in certain foreign jurisdictions. Of
the total valuation aHowance of $323 miHion at September 30, 2005, $74 miHion is related to purchased deferred tax assets and when released, will be reversed through
goodwill.

At September 30, 2005, the Company has U.S. federal tax net operating loss carryforwards of approximately $110 million, which will begin to expire in fiscal
year 2024 and tax net operating losses in certain U.S. state and foreign jurisdictions expiring in various periods. In addition, the Company has foreign tax credit
carryforwards for U.S. tax purposes of$ 19 miHion, of which $B milHon and $11 milHon wiH expiie in 2009 and 2015, respectively.

U.S. income aud foieign withholding taxes have not been recorded on permanently reinvested earnings of certain foreign subsidiaries of approximately $400
million at September 30, 2005. As such, no federal income taxes thereon have been pmvided for these undistributed earnings. Should these earnings be distributed,
foreign tax credits would reduce the additional federal income tax that would be payable. Availability of credits is subject to limitations; accordingly, it is not
practicable to estimate the amount of the ultimate deferred tax HabiTity, ifany, on accumulated earnings.

16. Pensions and Other Postretirement Benefits

Prior the Acquisition, Old WMG employees in the U.S. and U.K. generally participated in defined benefit pension plans sponsored by Time Warner. As part of
the Acquisition, Time Warner agreed to retain its obligations related to such employees of Old WMG; however, those employees are no longer eligible to earn
additional benefits for future services. As a result, Old WMG recognized a $15 milHon loss in 2003 in connection with the probable pension curtailment that ultimately
occurred upon the closing of the Acquisition.

Most international employees, such as those in Germany and Japan, participate in locally sponsored defined benefit plans, which are not considered to be
material in the aggregate and have a combined pmjected benefit obligation of appmximately $23 million and $40 million as of September 30, 2005 and 2004,
tespectively. Pension benefits under the Plans are based on formulas that reflect the employees'ears of service and compensation levels during their employment
period. The Company had an aggregate pension liability relating to these plans ofapproximately $23 million and $23 million recorded in its balance sheet as of
September 30, 2005 and 2004, respectively.

For the year ended September 30, 2005, the seven months ended September 30, 2004, the three months ended February 29, 2004 and the year ended
November 30, 2003, pension expense amounted to $6 million, $4 million, $3 miIHon and $21 million, respectively.

Certain employees also participate in pre-tax defined contribufion plans. TIie Company's contributions to the defined contribution plans are based upon a
percentage of the employees'lected contributions. The Company's defined contribution plan expense amounted to approximately $2 million for the year endedSeptember 30, 2005, $2 million for the seven months ended September 30, 2004, $2 million for the three months ended February 29, 2004 and $4 million for the yearended November 30, 2003.

0 17. Minority Interest in Preferred Stock ofSubsidiary

As previously described in Note 5, a portion of the $2.6 bilHon purchase price for the Acquisition was funded by a $400 million direct contribution by theInvestor Group to Holdings in exchange for 40,000 shares of
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cumulative preferred stock ofHoldings ("Holdings* Preferred Stock"). Each share ofHoldings'referred Stock had a liquidation preference of $10,000 per share plus
cumulative accrued and unpaid dividends at a rate of 10% per annum, compounded quarterly.

As previously described in Note 14, the Company redeemed half of the outstanding shares ofHoldings'referred Stock as part of the April 2004
Acquisition Corp. Refinancing at a redemption price of $202 million, including $2 million ofaccrued and unpaid dividends. The remaining shares ofHoldings'referredStock were redeemed in December 2004 as part of the Holdings Refinancing at a redemption price of $209 milHon, including $9 million of accrued and
unpaid dividends.

As of September 30, 2004, the outstanding shares of Holdings'referred Stock had a liquidation preference of $204 million. Such amount has been classified as
minority interest in the accompanying consolidated balance sheet of the Company. As noted above, all such amounts were repaid prior to September 30, 2005.
Cumulative dividends on the Holdings'referred Stock, whether paid or unpaid, were $5 million for the year ended September 30, 2005 and $14 million for the seven
months ended September 30, 2004 and are classified as minority interest expense in the accompanying consogdated statement of operations of the Company.

18. Stock-Based Compensation Plans

Post-Acquisition

In connection with the Acquisition, the Company, implemented an equity-based, management compensation plan to align compensation for certain keyexecutives with the performance of the Company. Under this plan, certain key executives were granted a combination of service-based and perfonnance-based stock
options or restricted stock. In addition, certain key executives were granted the right to purchase shares of restricted stock in the Company. Similarly, the stock optionsand shares of restricted stock granted allow such executives to acquire shares of common stock of the Company. A description ofeach type ofequity-based award isdescribed below.

Service-Based Awards

During the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company granted various service-based equity awards tocertain key executives of the Company. In the year ended September 30, 2005, these awards consisted of2,643,233 stock options to purchase shares of common stockof the Company and 583379 restricted shares of common stock of the Company. The stock options were granted under one of the Company's long-term incentive
plans. In the seven months ended September 30, 2004, these awards consisted of 497,893 stock options to purchase shares of common stock of the Company and796,701 restricted shares of common stock of the Company. The stock option awards become exercisable over a four-year vesting period tied to theexecutives'ontinuingemployment and expire ten years from the date of grant Similarly, the restricted shares vest over a four-year period, also contingent upon the employees*continued employment.

Perjb nnance-BasedAwards

During the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company granted various performance-based equity awards tocertain key executives of the Company. In the year ended September 30, 2005, these awards consisted of 2,540,490 stock options to purchase the Company's connnonstock and 1,156,758 restricted shares to pmchase shares of the common stock of the Company. These stock options were granted under one of the Company's Iong-termincentive plans. In the seven months ended September 30, 2004, these awards consisted of approximately 995,786 stock options to purchase shares of
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common stock of the Company and approximately 1,593,402 restricted shares of common stock of the Company. The awards vest over a four-year period tied to the
executives'ontinuing employment and the achievement of certain performance conditions by the Company. In particular, half of the awards have a performance
condition based on a 2x liquidity event and the other half of the awards have a performance condition based on a 3x liquidity event (each respectively a "Liquidity
Event").

As defined in the underlying plan agreements, a 2x or 3x Liquidity Event generally means the occurrence of an event that implies an aggregate value for the
equity held by the Investor Gmup of 2x or 3x, respectively, of its initial value, as adjusted for prior dividends or other returns of capital received by the Investor Group.
Such Liquidity Events include, but are not limited to, an initial public offering of the Company's common stock and a change-in-control transaction under which the
Investor Group receives cash and/or marketable securities in exchange for its equity. In connection with the Company's Initial Common Stock Offering in May 2005,
the 2x Liquidity Event occurred.

Performance-based stock option awards expire ten years from the date of grant. In addition, to the extent that the performance condition of an award is not
satistied prior thereto, the performance-based award vests on the seventh anniversary of the date of grant as long as the executive is still employed by the Company.
Under the Company's LTIP program and its 2005 Omnibus Stock Plan, the Company has an additional 2,089,420 stock options or other stock based awards authorized
that have not been awarded.

Purchases ofRestricted Stock

During the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company allowed certain key executives to purchase restricted
shares of its common stock. To the extent such shares were purchased at a price equal to fair market value at the date ofpurchase, there was no compensatory element
of the transaction. However, to the extent such shares were purchased at a price below fair market value at the date ofpurchase, the discount has been treated as
deferred compensation in the Company's financial statements aud is being expensed over the executives'xpected service period.

During the year ended September 30, 2005, executives of the Company purchased 1,496,148 restricted shares of the Company's common stock at a cost of $1.04
per share, compared to the weighted-average fair value of the stock of $9.38 per share. The aggregate discount of $ 12 million will be expensed over the service periodsof the awards.

During the seven months ended September 30, 2004, an executive of the Company purchased approximately 3,283,944 restricted shares of common stock of the
Company at a fair value of $0.88 per share. Certain other executives of the Company purchased approximately 896,208 restricted shares of common stock of the
Company at a cost of$0.88 per share, compared to the weighted-average fair value of the stock of $4.24 per share. The aggregate discount ofapproximately $3 million
wBI be expensed over the service periods of the awards.

Of the total restdcted stock awards granted and restricted stock purchased, 1,095,042 shams were vested as of September 30, 2005.

Assumptions

For purposes of applying FAS 123, the fair value of each stock option grant was estimated on the date of grant using the Black-Scholes option-pricing model, ifgranted prior to January 2005 and the Binomial model subsequent to January 2005, both of which are based upon several assumptions estimated by the company. Thefollowing weighted-average assumptions were used for ail grants to the Company's employees in the seven
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months ended September 30, 2004 and the twelve months ended September 30, 2005, respectively: dividend yield of 0% and 0%i'expected volatility of 50% and
47.8%; risk-free interest rate of 3.07% and 3.80/oi and expected term to exercise of5 years and 6.01 years.

Fair Value ofEquity-BasedAwards

A summary of the fair value ofequity-based awards granted during the year ended September 30, 2005 and the seven months ended September 30, 2004 is set
forth below:

Year ended September30,2005 Seven months ended September 30, 2004

Number of
Shares

Granted

Weigbted-
Average

Exerdse Price

Weighted-
Average

Fair Value

Number Weighted- Weighted
orShares Average -Average
Granted Exercise Price Fair Value

398,315 3 088 3 041
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99,578 0.88 4.87
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Performance-based 3x liquidity event awards 5/8,379 N/A 10.
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796,701 N/A 0.88

(a) Excludes 1,496,148 and 4,180,152 restricted shares of common stock of the Company, which were purchased in 2005 and 2004, respectively, by executives ofthe Company at prices at or below fair market value. The weighted-average purchase price and weighted-average fair value of such shares purchased in 2005 and2004 were $ 1.04 and $0.88 per share, respectively and $938 and $ 1.60 per share„respectively.

Compensation Expense

For the year ended September 30, 2005, the Company recognized non-cash compensation expense of $25 mNion relating to its stock-based compensation plans.
For the seven months ended September 30, 2004, the Company recognized non-cash compensation expense of less than $ 1 million relating to its stock-basedcompensation plans.
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A summary of stock oixion activity is as follows:

Weighted-Average
Eserctse Price

L-.—,,',,i,.:,.:, 4!.-,
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None of the stock options wctu exettdsable as of September30, 2004. The SHowing table summarized Information about stock optians outstandmg as of
September 30, 20t5:

Nember ofOpuoes
Oetslemlieg os of

September 30,3MS

Number efOpuons
EssrcimMe os of

September 3'tt6Weighted-Average Weighted. Weighted.
Eemehdeg Contmcteot Averege Averege

Eesge ofEserctm Pstces Qtb 0ureers) Iherctse Price Eserche Price

'o ': Q9if~ «"-:-c-:-I":" '-@~485;":,::'--'%'::.::.N.4%V:.'-.."::.'"~~~'Qg88P74~~~i'5.00-$9.99 970,716 ~ 922 639SA~LP@''~ "L'sod t"'" " ' ' v " 'ONE '+" &'85'be &'i'" kÃ0%+i."' .~" ''''APPAL
$15.00 attd above 1@72,988 9.69 17.14

Payments Jtsiaring fo Executfsc Compensation

0 The Cotupany deteanined that certtdn sbates of tustricted stock issued in 2004 and early 2005 may have been sold at yrices below fidr madaet value on the
applicable date ofsale and certain options topurchase abates of the Company's stock gtanted may have had exettdse ytices below fidr market value on the appHcable
date of grant, As a Nuult, certain VS. employee holdets of the restricted stock who made elections under Section 83(b) of the htemal Revenue Code wiH be subject to
ehfifional oxdlnaryincame tax to thc extent of the fair mathet value of the rcstrictcd stock received over the purchase price they paid fitr such stock In other cases,
certain employees who did not make such an election wfil be subject to Mgber taxes on their restricted shams at the time ofvesting than would have been the case had
they putcbauxl the shares fitr fah'muket value. In addition, under tbe pmvisions of the American Jobs Creation Act of2004, signed into law in October 22, 2004, U.S.
employee option holders whose options vest with exercise prices below fiur market value on the date ofgnmt ate subject to significant penalties undernew
Secfion 409A of the Internal Revenue Code. IRS Nothe 2005-1 pmvides transifional guidance on tbe apylication ofSection 48A which, among other things, permits
opfions with exetcise prices below the fair mtuhet value ofthe underlying stock on the date ofgrant to be amended ar teplaced with new optians having an exetcise
price at least olual to the fair rmuket value on the grant date. Non-U.S. employee holders of testrictcd stock ar options may be subject ta similar ar otherxelated issues.
In order far the Company to address these issues the board, bauxl an assessment of fair market values on the applicable dates, apymved the acfions discussed
below.
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Restncted Stock

The Company is authorized to pay each employee who purchased restricted stock at prices that were below fair market value on the date ofpurchase a cash
bonus. The cash bonus payable to those employees who made a Section 83(b) election is an amount equal to the tax liability incurred by the employee as of the date of
purchase based on any difference between the re-determined purchase date fair market value and the amount originally paid by the employee, plus an amount necessary
to pay the taxes on the bonus. The bonuses that are payable to each of those employees who did not make a Section 83(b) election or the applicable foreign equivalent is
an amount reflecting an estimate of the additional tax which would be payable by the employee at the time the restricted stock is scheduled to vest due to that taxable
amount being subject to ordinary income rather than capital gains tax rates, and assuming that the re-determined value of the stock remains constant over the vesting
period, adjusted down to reflect a present value discount based on the earliest possible vesting dates. The Company will pay these employees an amount necessary to
pay'the taxes on the bonus. This resulted in total cash payments of approximately $10 million, which the Company has expensed in the year ended September 30, 2005.

Options

The Company has revised the exercise piices ofcertain options to purchase its common stock to prices equal to the applicable re-determined fair market values
of the common stock on the dates of the respective grants. To compensate the grantees for the loss ofvalue represented by this adjustment to the option exercise prices,
the Company wiH pay each affected employee a cash bonus in an amount equal to the excess of the adjusted aggregate exercise price of the employee's options over the
original aggregate exercise price of the employee's options, adjusted down to reflect a present value discount based on the earliest possible exercise dates. The
Company has treated the revision of the exercise prices of certain option gmnts as a modification of such grants under the related guidance and as such, recorded
additional expense of $6 million in the year ended September 30, 2005. The cash bonuses that were paid during 2005, or will be paid shortly thereafter, will total
approximately $9 miHion.

Further, in connection with the cash dividends the Company declared and paid to holders of its common stock consisting of the Investor Group and certain
members ofmanagement who held shares of common stock prior to the Initial Common Stock Offering, the Company has made an adjustment to afl options
outstanding at the time of declaration of the dividend. The adjustment consists of a cash make-whole payment consisting of an amount equal to the pro rata amount that
would have been received per share had afl outstanding options been exercised at the time of the declaration of the dividend adjusted down to reflect a present value discount based on the earliest possible exercise dates. The Company has recorded approximately $3 million ofexpense related to such payments in the year ended
September 30, 2005.

Of the amounts related to restricted stock and options, afl but $3 million has been paid as of September 30, 2005.

Pre-Acquisition

Prior to the closing of the Acquisition, employees of Old WMG were granted options to purchase Time Warner common stock under various Time Warner stock
option plans. Such options were granted to employees of Old WMG with exercise prices equal to, or in excess of, fair market value at the date of grant. Accordingly, in
accordance with APB 25 and related interpretations, compensation cost generally was not recognized by Time Warner, nor charged to Old WMG, related to such stock
option plans. Generally, the options became exercisable over a four-year vesting period and expired ten years fmm the date ofgrant See Note 3 for a summary of the
impact on reported net income (loss) had Old WMG recognized compensation cost for employee stock options.
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Time Warner Black-ScholesAssumptions

For purposes of applying FAS 123, the fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing model with the
following weighted-average assumptions used for grants to Old WMG's employees in the three months ended February 29, 2004 and the years ended November 30,
2003: dividend yields of 0% in each period; expected volatiTity of35.2% and 52.8%, respectively; risk-free interest rates of3.1% and 2.6%, respectively; and expected
terms to exercise of 1.4 years and 3.1 years, tespectively.

Fair Value ofTime

Warner

Equity-BasedAwards

The weighted-average fair value ofan option granted to the Company's employees was $3.20 and $4.33 for the three months ended February 29, 2004 and the
year ended November 30, 2003, respectively.

Summary ofTime WarnerStock Option Activity

A summary of Time Warner stock option activity with respect to employees of the Company is as follows:

Time Warner
Options Weighted-Average

Onislanding Exercise price

~aI peal lllu,.'cUu b-: ala'ncey~ijvkmoer30,::.20uZ!i:-',.::;.-:.,:,':. '.~e"':.~-';-::.q-,.:.;.'.'.

Cancelieditiansferred during 2003(a) (2,379) 23.79

(a) Includes all options cancelled and forfeited during the year, as well as options related to employees who have been tmnsferied out ofand into the Company to
and fiom other Time Warner divisions.

Of the appmximate 33 million Time Warner stock options held by employees of Old WMG as of the closing date of the Acquisition, approximately 27 million
stock options remained outstanding and the balance was cancelled pursuant to the underlying terms of the awards. These stock options remain the obligation ofTime
Warner and not the Company, and will expire pursuant to the underlying terms of the awards, genemlly not exceeding three years fmm the closing date of the
Acquisition. In exchange for the cancellation ofcertain unvested stock option awards as of the Acquisition date, employees of Old WMG received an aggregate
$21 million payment funded by Time Warner. This payment was considered in the determination of the fair value of Old WMG's net assets as ofNovember 30, 2003
and, accordingly, has been classified as a component of the impairment charge recognized during the year ended November 30, 2003.

Time Warner Restricted Stock Plans

Time Warner also had various restricted stockplans for employees and non-employee directors of the board. Under these plans, shares ofcommon stock are
granted which do not vest until the end of a restriction period, generally between three to five years. During 2003, Time Warner issued approximately 821,000 shares of
restricted stock to employees of Old WMG at a weighted-average fair value of $ 13 per share.

Of the 922,000 unvested shares ofTime Warner restricted stock held by employees of Old WMG as of the closing date of the Acquisition, 217,000 shares
became vested either pursuant to their original terms or on an accelerated basis, 568,000 shares aie still subject to vesting conditions and remain the obligation of Time
Warner and the balance was cancelled by Time Warner. Old WMG recognized the cost associated with the vesting of such shares and the anticipated change in
employee status ofcertain executives in 2003 as a component ofdeal-related transaction and other costs in its statement of operations,
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The Company's capital stock formerly consisted of two classes of common stock that were issued in connection with the Acquisition. In addition, as part of the
purchase price for the Acquisition, the Company issued warrants that gave Time Warner the right, under certain conditions, to purchase up to 19.9% of the capital stock
of the Company. A summary of the terms of these securities is presented below.

Common Stock

In connection with the Acquisition, the Company received (i) a $765 million capital contnbution in exchange for the issuance of9,445 shares ofClass L
Common Stock and (ii) an $85 million capital contribution in exchange for the issuance of 85,000 shares of Class A Common Stock.

Shares of Class L Common Stock had identical terms as the shares of Class A Common Stock, except with respect to voting rights, liquidation preferences and
conversion features, as follows:

~ Shams of Class L Common Stock were non-voting, whereas each share of Class A Common Stock is entitled to one vote;

~ Each share of Class L Common Stock had a liquidation preference of$81,000 plus an amount equal to accrued and unpaid dividends at a rate of 10% per
annum, compounded quarterly. Shares of Class A Common Stock have no Hquidation preferences; and

~ Each share ofClass L Common Stock was convertible into one share of Class A Common Stock plus an additional number of shares of Class A Common
Stock determined by dividing the Class L liquidation preference at the date of conversion by the adjusted market value ofeach share of Class A Common
Stock as set forth in the certificate of designation govemiug such shares.

As more fully described in Note 2, in connection with the Initial Common Stock Offering, the Recapitalization occuned. In connection with the Recapitalization,
all shares of Class L Common Stock were converted into shares of Class A Common Stock and, along with all other outstanding shares of Class A Common Stock, were renamed as common stock.

Warrants

A portion of the consideration paid to Time Warner in connection with the Acquisition was in the form of two stock warmnts that were issued to Time Warner.

One of the warrants gave Time Warner the right, under certain conditions related to the occurrence of a major music transaction, to purchase approximately
19.9% of the Class A and Class L Common Stock of Parent and 19.9% of the prefened shares issued by Holdings„after taking into account the exercise of the warrant
(the "MMT Warrants"). Time Warner could exercise its rights under the warrants only (i) upon the sale to certain music companies ofall or substantially all of the recorded music business or music publishing business conducted by the Company or the acquisition by certain music companies of35% of the outstanding shares. of
Parent or Holdings; (ii) the acquisition of all or substantially all of the recorded music business or music pubHshing business of certain music companies; or (iii) a
merger with or the formation of a joint venture or other combination ofall or substantially all of the recorded music business or music publishing business with that of
certain music companies.

The other warrant gave Time Warner the right to purchase approximately 15% of the Class A and Class L Common Stock ofParent and 15% of the preferred
shares issued by Holdings, after taking into account the
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exercise of the warmnt (the "Three-Year Wanants"). Time Warner could exercise its rights under the Three-Year Warrants at any time prior to March I, 2007, provided
that there had not been a public equity offering that results in the common and preferred securities ofParent or Holdings to be outstanding; there had not been a sale ofa
majority of the then-outstanding common and preferred securities of Parent or Holdings to a third party; or the exercise of the MMT Warrants. Any of those events
would cause the term of the Three-Year Warrants to expire.

On May 16, 2005, in connection with the Company's Initial Common Stock Offering, the Company repurchased the Three-Year warrants from Time Warner for
an aggregate purchase price of$138 million. The repurchase of the Three-Year warrants had the effect of terminating Time Warner's MMT warrants as of the date of
repurchase. As a result, as of September 30, 2005, the warrants were no longer outstanding.

Returns of Capital and Dividends Paid

In September 2004, the Company declared a $342 million dividend to its Class L common stockholders in the form of a note payable. The note payable was paid
in October 2004 using proceeds received fmm a return of capital previously invested in WMG Acquisition Corp.

In connection with the Holdings Refinancing, the Company paid a $472 million return of capital to its Class L common shareholders, of which $422 milhon was
paid in December 2004, $42.5 million was paid in March 2005 and $75 million was paid in May 2005.

In connection with the Initial Common Stock Offering, the Company declared a dividend of $8.5 million related to the remaining liquidation preference of its
Class L common stock, which was paid on May 16, 2005. The Company also declared a dividend of$100.5 million to its common stockholders immediately prior to
the Initial Common Stock Offering, substantially all ofwhich was paid on May 16, 2005. Of the total dividend amount, appmximately $7 million related to holders of
unvested shares of restricted stock. Of such amount, approximately $1 million was paid on May 16, 2005 and the remaining $6 million will be paid when, and if, suchrestricted shares vest.

On October 3, 2005, the Company declared a dividend on its outstanding common stock to its shareholders of record as of October 24, 2005. The dividend was
paid November 23, 2005, at a rate of $0.13 per share, representing a dividend of appmximately $ 19.3 milfion in the aggregate. The portion of the dividend with respectto unvested restricted stock of approximately $1 miKion wiH be paid at such time as such shares become vested.

20. Related Party Transactions

The nature of the Company's related party transactions has changed as the Company has migrated fiom a wholly owned operation ofTime Warner for allperiods prior to the closing of the Acquisition to a stand-alone independent company, effective as of March I, 2004. Accordingly, the following discussion ofrelatedparty transactions highlights the significant related party relationships and transactions that existed both before and after the closing of the Acquisition.

Post-Acquisition

Transition Services Agreements

In connection with the Acquisition, the Company entered into a seller administrative services agreement with Time Warner (the "Seller Administrative ServicesAgreement"). Under the SeHer Administrative Services Agreement, Time Warner agreed to provide the Company with certain administrative services, including(i) accounting services, (ii) tax services, (iii) human resources and benefits services, (iv) information technology
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services, (v) legal services, (vi) treasury services, (vii) paymH services, (viii) tmvel services, (ix) real estate management services and (x) messenger services. The
obligations for Time Warner to provide those services generally expired on December 31, 2004. The amounts to be paid under the SeHer Administrative Services

. Agreement genemHy were based on the costs incurred by Time Warner in providing those administrative services, including Time Warner's employee costs and out-of-
pocket expenses. For each of the twelve months ended September 30, 2005, and the seven months ended September 30, 2004, the Company incurred $4 million of costsunder these administrative arrangements.

Management/Monitoring Agreement

In connection with the Acquisition, the Company entered into a management agreement with the Investor Group for ongoing consulting and managementadvisory services. Pursuant to this agreement, the Company paid an aggregate of $75 miHion to the Investor Gmup under the management agreement in connection withthe Acquisition and related original financing. These fees were apportioned between direct costs of the Acquisition (and capitalized as part of the allocation ofpurchaseprice) and capitalized debt issuance costs. In consideration for ongoing consulting and management advisory services, the management agreement required theCompany to pay (or to cause Holdings or Acquisition Corp. to pay) the Investor Gmup an aggregate annual fee of $10 million per year ("Periodic Fees"), which waspayable quarterly in advance. For both the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company recorded expense of$6 milHon related to this fee, and such amount has been included as a component of selHng, general and administrative expenses in the accompanying statement ofoperatiolls.

In addition, in the case of future services pmvided in connection with any future acquisition, disposition, or financing transactions involving Acquisition Corp,the Company or Holdings, the management agreement required the Company to pay (or to cause Holdings or Acquisition Corp. to pay) the Investor Group an aggregatefee of one percent of the gross transaction value of each such transaction ("Subsequent Fees"). The agreement also required Acquisition Corp., Warner Music Gmupand Holdings to pay the reasonable expenses of the Investor Group in connection with, and indemnify them for liabilities arising from, the management agreement, theAcquisition and any related transactions, their equity investment in Acquisition Corp,, Warner Music Group or Holdings, their operations, and the services they provideto Acquisition Corp., Warner Music Group and Holdings.

The management agreement pmvided that it would continue in full force and effect until December 30, 2014, provided, however, that the Investor Group maycause the agreement to terminate at any time upon agreement of the Investor Group. In the event of the termination of the management agreement, the Company,Holdings and Acquisition Corp. shall pay each of the Investor Group (x) any unpaid portion of the Periodic Fees, any Subsequent Fees aud any expenses due withrespect to periods prior to the date of termination plus (y) the net present value (using a discount rate equal to the then yield on U.S. Treasury Securities of like matufity)of the Periodic Fees that would have been payabie with respect to the period from the date of termination until December 30, 2014.

Dn May 10, 2005, the Investor Group terminated the Management Agreement, and on May 16, 2005, the Company paid the Investor Group a $73 milliontermination fee for the termination of the Management Agreement, which was reflected in the Company's statement of operations for the year ended September 302005. 1

OtherArrangements with the Investor Group and its Affiliates

In the normal course ofconducting its business, the Company entered into various other transactions with the Investor Group and its affiHates. As an example,employees of the Investor Group filled management roles on
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an interim basis while the Company was transitioning to a permanent management team, including the role of ChiefFinancial Officer of the Company from June 2004

0 until December 2004. Such employees did not receive any compensation from the Company for such services; however, a representative cost for such services in the
aggregate amount of $280,000 was charged to the statement of operations for the seven months ended September 30, 2004 with a corresponding increase in additional
paid-in capital.

Pre-Actluisition

As previously described, the operations of Old WMG were under the contml of Time Warner thmugh the end ofFebruary 2004. During this period, in the
normal course of conducting its business, Old WMG had various transactions with Time Warner and its affiliates, including the CD and DVD manufacturing and
printing operations ofTime Warner formerly under the management ofOld WMG. The following is a summary of the principal transactions between Old WMG on the
one hand, and Time Warner and its afliliates on the other hand.

Manufacturing and Printing Services with?Ime WarnerAgliates

Old WMG had an exclusive armngement with affiliates ofTime Warner to receive manufacturing and printing services in connection with the production of
CDs, cassettes and other music-related audio and video pmducts. Amounts included in cost of sales in connection with these services were approximately $216 million
for the year ended November 30, 2003. Such costs did not reflect terms negotiated on an arm'-length basis between the units. In connection with the sale ofTime
Warner's manufacturing and printing operations in October 2003, such services were provided on an arm*s-length basis by Cinram, effective with the closing date of the sale (see Note 6).

Distribution Services with Time Warner and Old WMG

Affiliates

Old WMG pmvided distribution services to certain Time Warner affiliates, including Warner Home Video and Time-Life Inc. In addition, Old WMG provided
distribution services to other related parties, including companies in which Old WMG had ownership interests therein that allowed for the exercise of significant
influence over the operations and financial policies of the investees, Amounts included in revenues in connection with these services were approximately $51 million
for the year ended November 30, 2003. Such revenues may not have reflected terms negotiated on an arm'-length basis between the entities. In connection with the0 sale ofTime Warner's manufacturing and printing operations in October 2003, the services for Warner Home Video were provided by Cinram, effective with the
closing date of the sale (see Note 6).

Licensing Anangements with Time Warnerand Old WMG Afjl liates

Old WMG periodically licensed its masters and rights in owned or administered musical compositions to affiliates of Time Warner for inclusion in certain moviesoundtracks, film and television series, music compilations and other forms ofentertainment. Amounts included in revenues in connection with these and other
flcensing arrangements were approximately $2 million for the three months ended February 29, 2004 and $6 million for the year ended November 30, 2003. Such

0 revenues reflect terms resulting from a negotiation between the units that, in management's view, result in a reasonable basis.

Old WMG also entered into sub-publishing or administrative agreements with certain Time Warner affiliates, whereby it exploited or administered rights inmusical compositions held by such affiliates. Royalty expenses included in cost ofrevenues in connection with these arrangements wem approximately $2 million for
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the three months ended February 29, 2004 and $19 million for the year ended November 30, 2003. Such amounts reflect terms resulting fmm a negotiation between the
units that, in management's view, result in a reasonable basis.

Real Estate and Marketing Anungements with Time WarnerAffiliates

Old WMG utilized and paid for certain office space leased by Time Warner and its affiliates. In addition, Old WMG periodically advertised its products in media
produced by Time Warner and its affiliates. Amounts included in costs and expenses in connection with these arrangements were approximately $2 million for the three
months ended February 29, 2004 and $26 million for the year ended November 30, 2003. Such amounts reflect terms resulting fmm a negotiation between the units
that, in management's view, result in a reasonable basis.

Financing Arrangements with Time WarnerAgliates

As described in Note 3, Old WMG had agreements with Time Warner, whereby afl cash received or paid by Old WMG was included in, or funded by, clearing
accounts or international cash'pools within Time Warner's centralized cash management system. Some of these arrangements were interest bearing and others were not.
Net interest income of appmximately $1 million for three months ended February 29, 2004 and $10.8 million for the year ended November 30, 2003 wem recognized
from Time Warner and its a6iiiates or other related parties.

In addition, Old WMG participated in Time Warner's foreign currency risk-management pmgram and was allocated its pmportional share of foreign exchangecontmct gains and losses. Net foreign exchange contract losses were immaterial for the three months ended February 29, 2004 and $17 million for the year ended
November 30, 2003 and were recognized and are classified in other income (expense), net, in the accompanying statement ofoperations.

See Note 24 for a description of the Company's participation in Time Warner's accounts receivable securitization program.

Other Costs with Time WarnerA@liates

Employees of Old WMG participated in several Time Warner medical, stock option, pension, deferred compensation 'and other benefit plans for which OldWMG was charged an aHocable share ofplan expenses, including administrative costs. The Company also was covered under various Time Warner insurance policiesand was charged an allocable share of such costs. Amounts included in expenses in connection with these and other sundry costs, such as communications networkingcosts, were approximately $8 million for the three months ended February 29, 2004 and $62 miHion for the year ended November 30, 2003.

A@liatedManagement Services

Through February 2004, Old WMG had general management responsibiTity over substantially aH of Time Warner's music operations, including Time Warner'sCD and DVD manufacturing and printing operations. Accordingly, certain general and administrative costs incurred in the management of those operations wereallocated to Old WMG, including legal, accounting, financial and information technology services. As desc'ribed previously in Note 2, the allocation of these costs wasdetermined based on Old WMG's pm rata share of the revenues generated by those coHective operations. The costs aflocated to Old WMG are not necessarilyindicative of the costs that would have been inciured if Old WMG had obtained such services independently, nor are they
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indicative of costs that will be charged or incurred in the futuie. However, management believes such allocations are reasonable. Amounts included in expenses in
connection with these affiliated management service costs were approximately $2 million for the three months ended February 29, 2004 and $79 million for the year
ended November 30, 2003. Such amounts exclude approximately $47 miiiion of costs for the year ended November 30, 2003 that have been sepamtely aHocated to
Time Warner's former CD and DVD manufacturing and printing operations for comparable management services.

21. Commitments and Contingencies

Leases

The Company occupies various faciTities and uses certain equipment under many operating leases. Net rent expense was approximately $37 million in the year
ended September 30, 2005, $24 million in the seven months ended September 30, 2004, $13 miHion in the three months ended February 29, 2004, and $53 million in
the year ended November 30, 2003.

At September 30, 2005, futuie minimum payments under non~celable operating leases (net of sublease income) are as follows:
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Guaranteed Mnimum Talent Advances

The Company routinely enters into long-term commitments with artists, songwriters and co-publishers for the future delivery ofmusic product. Aggregate firm
commitments to such talent approximated $369 milHon and $345 million as of September 30, 2005 aud 2004, respectively. Such commitments are payable principallyover a ten-year period, generally upon deHvery of albums from the artists or future musical compositions by songwriters and co-publishers.

Other

Other off-balance sheet, firm commitments, which include letters ofcredit and minimum funding commitments to investees, amounted to approximately $50
million and $65 million at September 30, 2005 and 2004, respectively.

 Litigation

The Company was subject to a number of state and federal class action lawsuits, as well as an action brought by a number of state Attorneys General alleging
unlawful horixontal and vertical agreements to fiix the
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prices of compact discs by the major record companies. The parties to the federal action commenced by the Attorneys General have entered into a settlement agreement
related to aH but two of the related lawsuits. On July 9, 2003, the Court entered a final judgment appmving the settlement. In one of the two lawsuits remaining afler the
settlement, Ottinger v. EMIMusic, Inc., et aL, the Court entered an order granting final approval of the settlement on January 21, 2004. In the other action, In re
Compact Disc. Antitrust L1tig., which was brought by individual retailers of compact discs alleging unlawful horizontal agreements to fix the prices ofcompact discs
by the major record companies, on July 29, 2004, the Court denied the parties'otion to grant final approval to the settlement. On August 30, 2004, plaintiffs filed a
Second Amended Consolidated Complaint adding additional individual retailers as named plaintiffs in the litigation, which the Company answered, denying afl claims,
on September 15, 2004. On October 29, 2004, the parties reached an agreement on the terms of a settlement. On February 2, 2005, the Court entered a Stipulation of
Dismissal with prejudice of the entire action. In connection with the aforementioned settlements, Old WMG paid approximately $30 million in cash and pmduct costs
in the aggregate during 2001 and 2002. Such amounts did not affect the statement ofopemtions as the settlements were charged against a pre-existing liability relating
to these matters.

On September 7, 2004, November 22, 2004 and March 31, 2005, Eliot Spitzer, the Attorney General of the State of New York, served Warner Music Group with
requests for information in the form of subpoenas duces tecum in connection with an industry-wide investigation of the relationship between music companies and radio
stations, including the use of independent pmmoters and accounting for any such payments. The investigation was pursuant to New York Executive Law $63(12) and
New York General Business Law t1349, both ofwhich are consumer fraud statutes. On November 22, 2005 the Company reached a settlement with the Attorney
General in connection with this investigation. As part of such settlement, the Company agreed to make $5 million in charitable payments and to abide by a list of
permissible and impermissible promotional activities.

In addition to the matters discussed above, the Company is involved with employment claims and other legal pmceedings that are incidental to its normal
business activities. It is reasonably possible that an adverse outcome on any'f these matters could result in a material effect on the Company's consolidated financial
statements. Due to the preHminary status of many of these matters, the Company is unable to predict the outcome or determine a range of loss at this time. However, in
the opinion ofmanagement, it is not likely that the ultimate outcome of these matters wiH have a material effect on the Company's consolidated financial statements.

22. Derivative Financial Instruments

The Company has exposure to changes in foreign currency exchange rates relating to the cash flows generated by its international operations and exposure to
changes in interest rates relating to floating-rate borrowings under its senior secured credit faciTity. Consequently, the Company uses derivative financial instruments to
manage such risks.. The following is a summary of the Company's risk management strategies and the effect of those strategies on the Company's financial statements.

Interest Rate Risk Management

The Company uses interest rate swap agreements to manage the floating to fixed-rate proportion of its debt portfoHo. In particuiar, under its senior secured credit
faciTity, the Company is required to maintain a fixed-to-floating debt ratio of at least 50% of its actual funded debt through at least April 2007. The Company enters into
interest rate swap agreements in order to hedge the variability ofexpected future cash interest payments. Under interest rate swap agreements, the Company agrees to0 receive floating-rate payments (based on
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tluee-month LIBOR rates) in exchange for fixed-rate payments for a fixed term of three years through May 2007. As of September 30, 2005, the Company had total

~ notional amounts hedged under these agreements of $897 million.

The interest rate swap agreements have been designated as a cash flow hedge of the associated variability in future interest payments. As such, the agreements
have been recorded at fair value in the accompanying balance sheet and the related gains or losses on the agreements are deferred in shareholder's equity (as a
component of comprehensive income). These deferred gains and losses are recognized as an adjustment to interest expense in the period in which the related interest
payments being hedged are made and recognized in income. However, to the extent that any of these contracts are not considered to be perfectly effective in offsetting
the change in the amount of the interest payments being hedged, any changes in fair value relating to the ineffective portion of these contracts are immediately
recognized in income.

For the year ended September 30, 2005 and the seven months ended September 30, 2004, the Company recognized approximately $4 million and $2 milflon,
respectively, of expense on its interest rate swap agreements, which have been classified as a component of interest expense in the accompanying statement of
operations. The Company did not recognize any material gains or losses during the period relating to the ineffective portion of the agreements. At September 30,2005
the Company had deferred approximately $7 million of gains on its interest rate swap agreements in shareholders'quity, of which approximately $5 million is
expected to be recognized to income over the next year.

The Company monitors its positions with, and the credit quality of, the financial institutions that are party to any of its financial transactions. Credit flsk related
to interest rate swaps is considered low because swaps are entered into with strong creditworthy counterparties and are Bmited to the net interest payments due/payable
for the remaining life of the swap.

Foreign Currency Risk Management

HistoricaHy, the Company has used (and continues to use) foreign exchange contmcts primarily to hedge the risk that unremitted or future royalties and license
fees owed to its domestic companies for the sale, or anticipated sale, of U.S:copyrighted products abroad may be adversely affected by changes in foreign currency
exchange rates. In addition, the Company currently hedges foreign currency flsk associated with financing transactions such as third party and inter-company debt and
other balance sheet items.

The Company focuses on managing the level of exposure to the risk of foreign currency exchange rate fluctuations on its major currencies, which include the
eum, British pound sterling, Japanese yen, Canadian dollar and Australian dollar. Additionally, prior to the closing of the Acquisition, Old WMG and Time Warner
used foreign exchange contracts to manage this risk, primarily the exposure to changes in the value of the British pound sterling, Japanese yen and euros. In connection
with the anticipated closing of the Acquisition, all positions were unwound as of the end of December 2003. In connection with the discontinuance of such cash flow
hedges, Old WMG recognized approximately $5 million of losses during the fourth quarter of 2003.

For royalty related hedges, the Company records foreign exchange contmcts at fair value on its balance sheet and the related gains or losses on these contracts
are deferred in shareholder's equity (as a component of comprehensive income). These deferred gains and losses are recognized in income in the period in which the
related royalties and license fees being hedged are received and recognized in income. However, to the extent that any of these contracts are not considered to be
perfectly effective in offsetting the change in the value of the royalties and license fees being hedged, any changes in fair value relating to the ineffective portion ofthese contracts are immediately recognized in income. For hedges of financing transactions and other balance sheet
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items, hedge gains and losses are taken directly to the statement of operations since there is an equal and offsetting statement of operations entry related to the
underlying exposure. Excluding the aforementioned losses on the discontinuance of cash flow hedges, Old WMG recognized a $694,000 gain in 2003 due to the
ineffective portion ofcertain foreign exchange contracts. Gains and losses on foreign exchange contracts generally are included as a component of other income
(expense), net, in the Company's statement ofoperations.

As of September 30, 2005, the Company had outstanding hedge contracts for the sale of $472 miHion and the purchase of $248 million of foreign currencies at
fixed rates. Further, as ofSeptember 30, 2005, the Company had approximately $15 million ofdeferred net gains in comprehensive income related to foreign exchange
hedging. The Company had no significant deferred net gains or losses on foreign exchange contracts at September 30, 2004. For the year ended November 30, 2003,
Old WMG recognized $12 million in losses on foreign exchange contracts, which werc largely offset by corresponding decreases and increases, respectively, in the
dollar value of foreign currency royalty payments that have been received in cash Rom the sale of U.S;copyrighted pmducts abroad.

The Company recorded unreaHzed gains related to the warmnts issued to Kstoric TW as part of the purchase price of the Acquisition of $17 million for the year
ended September 30, 2005. On May 16, 2005, the Company repurchased the Ttuee-Year warrants from Historic TW at a cost ofapproximately $ 138 million, which
approximated fair value at that date (see Note 19),

23. Segment Information4
As discussed more fully in Note 1, based on the nature of its products and services, the Company classifies its business interests into two fundamental areas:

recorded music and music publishing. Information as to each of these operations is set forth below. The Company evaluates performance based on several factors, of
which the primary financial measure is operating income Joss) before non-cash depreciation of tangible assets, non-cash amortization of intangible assets and non-cash
impairment charges to reduce the carrying value ofgoodwill and intangible assets ("OIBDA"). The Company has supplemented its analysis ofOIBDA results by
segment with an analysis of operating income Joss) by segment.

The accounting policies of the Company's business segments are the same as those described in the summary of significant accounting policies included
elsewhere herein. The Company accounts for intersegment sales at fair value as if the sales were to third parties. While intercompany transactions are treated like third-
party transactions to determine segment performance, the revenues (and conesponding expenses recognized by the segment that is counterparty to the transacflon) are
eliminated in consolidation or combination and, therefore, do not themselves impact consoHdated or combined results.
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During 2004, in connection with the Acquisition, the Company changed its methodology for allocating certain corporate costs and assets to its business
segments. Accordingly, the Company has restated its operating performance and asset measures for all prior periods to reflect its new cost-aHocanon methodology on a
consistent basis.
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(a) The comparability of OIBDA by business segment for all periods presented has been affected by certain significant tmnsactions. See Transactions A+ecting theComparability ofOperating Results presented hereinafter.
(b) Corporate expenses for 2003 were reduced by an allocation of costs to Time Warner's former CD and DVD manufacturing operations that were managed by OldWMG. Such operations were sold by Time Warner in October 2003, and accordingly, no such cost allocations wem made for the 2004 periods. See Note 20 forfurther reference.
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The comparability ofOIBDA aud operating income (loss) by business segment for all periods poeseuted has been affected by certain transactions, consisting ofa
management agteement termination fee in the year ended September 30, 2005, restructuring activities in all periods, the sale of Old WMG's physical distribution assets
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Revenues and total assets relating to operations in different geographical areas are set forth below:
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Ended

Septemb
er 30,
2005

Seven Months
Ended

Septeyaber 30
2004

United States
$ 1,675 $ 84

",.-r;:S,;,o in
France

241 11

Year Ended
November 3D,

2003

Mont
hs Ten Months

Ended Ended
Febrn September 30,arr 29 2003

'assesi
(in natlions)

$ 334 $ 1i211 $ 1+05

43 158 210

55 154 217



~tat . ".; '.': ' "'.;.'„';. ",... '"" ~, ': .,:-;;",.': ",;'-;,: „1~1," ".-,,:'-;"": „, r
Other international 693 303

.i -:-:-::-::-:-: --: -::-:-:':—::::-"'::::-::::::::::-::'"::::i-::-:-::,::-::::::::::-: —::-':i:-'--:-'W.:',-:,. '::-:-:::--"'::-'i::-:--4;—-ii- .

„-,:,:37 .:.:-.: ~t'~'j',,~';:;,,::.";; .='.Yf5~:!.:;, ". ~!".:;.;.5 ."..'',,::~$ ,@~ 0
158 448 727

'~i"-:"-":.:t7~""': " ':— 8:"". "-2'487 ' -:::-"'$:: "
BPM

(a) Revenues are attributed to countries based on the location of customer.
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September 30,
2005

September 30,
2004

Sn miBions)

0 ;'xc

~v: '';....;: """ '.— '-":.'..— -":—.';";..~.",%'t"::;"- "'=:==.,:" ';". A,: ~;.i, "'"': '',' ':;::.'=-..: -...::~ '.-.': .- "-"- '~'--~ ' '-:: - "-:= '„8
Other international

688 515

is: .,;.',''- ..

24. Additional Financial Information

Time Warner Accounts Receivable Securitization Facility

Prior to the Acquisition, Old WMG, thmugh its WEA Corp. subsidiary, participated'in one ofTime Warner's accounts receivable securitization facilities. Such
faciTity provided for the accelerated receipt of appmximately $450 million of cash, in the aggregate, on available accounts receivable. In connection with thissecuritization faciTity, Old WMG sold, on a revolving and nonrecourse basis, certain of its accounts receivable ("Pooled Receivables") to a qualifying Special Purpose
Entity ("SPE") which, in turn, sold a percentage ownership interest in the Pooled Receivables to third-party commercial paper conduits sponsored by a financial
institution. The receivables were sold to the SPE at net.realizable value, after any loss due to uncoflectibiTity was recorded by Old WMG. These securitization
transactions were accounted for as a sale in accoxdance with FASB Statement No. 140, "Accounting for Transfers and Servicing ofFinancial Assets and
Extinguishment ofLiabiTities," because Old WMG relinquished control of the receivables.

When the receivables were sold to the SPE, Old WMG recorded a retained beneficial interest in the SPE and an intercompany receivable fmm Time Warnerxepresenting the cash portion of the pmceeds received by Time Warner on the sale for which there was no obligation to repay. The retained beneficial interest, whichwas adjusted to reflect the portion of receivables that was not expected to be collectible, accrued interest at a rate that varied with prevailing market interest rates. Forthis reason, and because the accounts receivables underlying the retained ownership intexests that were sold to the qualifying SPE were generaHy short-term in nature,the fair value of the retained beneficial interest appmximated its canying value at November 30, 2003. The cost of the retained interest, offset in part by the relatedinterest income earned on the retained intexest, was home by Time W'amer. In December 2003, in anticipation of the closing of the sale ofOld WMG that occunedeffective as ofMarch 1, 2004, Old WMG's participation in Time Warner's securitization faciTity ceased. Accordingly, the receivables sold to the SPE were re-
purchased by Time Warner and transferred to Old WMG in satisfaction of the retained interest and intercompany receivable.

Cash Interest and Taxes

4 The Company made intexest payments ofappmximately $ 151 million during the year ended September 30, 2005, $56 million during the seven months endedSeptember 30, 2004 and $3 million during the thee months ended February 29, 2004. The Company paid appmximately $51 million, $31 million and $27 million offoreign income and withholding taxes in the year ended September 30, 2005, the seven months ended September 30, 2004 and the three months ended February 29,2004, respectively. The Company received $6 miHion, $2 million aud $1 million of foreign income tax refunds in the year ended September 30, 2005, the seven monthsended September 30, 2004 and the tluee months ended February 29, 2004, xespectively.
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Old WMG made interest payments ofapproximately $10.million during 2003. Old WMG paid approximately $80 million of foreign income and withholding
taxes and received approximately $8 million of foreign income tax refunds in the year ended November 30, 2003. Old WMG did not reimburse Time Warner and its
affiliated companies for any payments of federal, state and local income taxes made during the year ended November 30, 2003.

Non-cash Transactions

There'were no significant non-cash activities for the year ended September 30, 2005.

Significant non-cash investing activities for the seven months ended September 30, 2004 incbided the allocation of the purchase price paid in connection with
the Acquisition, as more fully described in Note 5. In addition, significant non-cash financing activities for the seven months ended September 30, 2004 included the
declaration ofa $342 million dividend to the Company's shareholders in the form ofa note payable, as more fully described in Note 14.

Significant noncash investing and financing activities during the three months ended February 29, 2004 included the non~h recapitaiization of certain inter-
company receivables and payables between Old WMG and Time Warner, as disclosed in the statement of shareholders'nd group equity. There were no significant
non-cash investing and financing activities during the year ended November 30, 2003.

28. Subsequent Events

On October 3, 2005, the Company declared a dividend on its outstanding common stock as of October 24, 2005. The dividend was paid on November 23, 2005,at a rate of $0.13 per share, representing a dividend ofapproximately $19.3 million in the aggregate. The portion of the dividend with respect to unvested restricted
stock ofapproximately $ 1 million will be paid at such time as such shares become vested.

On November 22, 2005 the Company reached a settlement with the Attorney General in connection with an investigation, As part of such settlement„ the
Company agreed to make $5 rnilhon in charitable payments and to abide by a listof permissible and impermissible promotional activities. Refer to Note 21.
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WARNER MUSIC GROUP

2005 QUARTERLY FINANCIAL INFORMATION
(unaudited)

The following table sets forth the quarterly information for Warner Music Group (in millions, except per share data).

Three months ended

December 31,
2004(a)

Sepfemh Jane 30,
sr 30, 2005(a) March 31,

2005(a) msa( )

jets
" '„';.'"-.. "„; ',, ',;!.a.:",e";"'; ";." -'...:, "'..'" ':: ',:.'.-' - .;:"","," ",;V::AN&"'": '---'::"-'--. - n'V; '7 1 -: ott:Cll'Cntfeae:.': ' '3"-st" v '. '"."-*'-"'""'.'"'"'"~('0":"'. &n'wd"""" ".sft»1'&9":. - '"--.-"":': ea»te'i.".:"i~(-':"lglq@~~'3 "- t$( ''974v2iai'"::c'c"""Vs»3m'c»7(571'"' ""i".o«ttc . '~y&ggpygCosts and expenses

Selling,ge emland& 'mstmtiv *Senses'"'339) (3(8) ()93) g3))[":.::: -':(Sin~em tio tttt 't tergmee."': 'l..l::

lnssontannt ationofman ge e tares e t — (73)
033»:,;,;.::::;:Restru" 'n sCioS'th'»q))p': ',.'-.',. ',"".'.".; ..".:.": S.-..sv;,'i:.',7»t":9»;;:

"-""-"-'"""."' —"':".';.'."-"-.='& ) '":-:: -'-:-': —"'-'"': -' " "-:'"-"

Net investment related gains — I
i M C g 0" N,""niC n CStCN;,*'2.-»;;—:.,''k!».,) ',.'st. »e ':, ~"'"....»&~;",:,",";"""";.„' d.".",'t& "'" ". '.;.;9»d.a&'i~ -as'« - 4 ', 'm «.:,'.,"'-„:," ',.';';, 3,',Xrl

t" t,,m" .":: i...:ao:,::-:.i!i:

n~noins d

l 'SQCrerfxmcome~cs;;:(v»3».',!! m i':„. »»oa";,'-,:t'!. m„::,:i:::.'i,",':„'„'av,:,';:;,P",e'n'.:.;:,-Cc,",'."."( '-,::.': '.-mcl 9":Fj:';.;:*.'~

Income tax expense
(9) (4) (10) (32)

v ' "'.'""-'"" "„'.r"" '» r "3 'm""'»m "'rt '3 '"' . ' ' '"'~hCt: OSS,'-",: ': )»„;*"'St;-":: o, "..3»C:".':!a::" '" -"«adeem «..„- i v nmta(iu+:,.—n„,: ) d. ve'se "," .sgnvt not „„9 '. „. ««."",'.$) „3'30&m e'-'of;.'»P&m$-.;:;.rt!79'3,.;vv,:,.-e(aet$(a ev t„:'»4;,'nr»re»m,)!at .-' ':«3iv»

Basic
$ (0,21) $ (1v41) $ 0 04 $ 033

KL)gmt::-:::i- i::::

Basic
1412 127,0 107.7 1079

(a) The Company's business is seasonal. Therefore quarterly opemting results are not necessarHy indicative of the results that may be expected for the fuH fiscalyear.

(b) The thee months ended June 30,2005 include one-time compensation expense consisting ofa $10 million one-time bonus to employees related to theCompany's Initial Common Stock Offering and $ 19 miHion ofone-time payments to holder ofrestricted stock and stock options primarily to compensate themfor certain amounts related to stock awards issued at prices that were below fair value at the grant date.
(c) The three months ended September 30, 2005 include certain non-recurring charges of $24 miHion incurred in connection with the departure of the co-chairman ofThe Atlantic Records Group and the expensing of certain amounts paid in connection with the acquisition of the remaining interest in the Lava Records jointventure.
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20()4 QUARTERLY HNANCIAL INFORMATION
(unaudited)

Successor Combined

For the one
month
endedFor the three months ended

Septemb
er 30, June 30» March 31,

2004(a) 2004(a) March 31, Z004(a)
2004(a)

Costs!elilmpe tes
j::.:":::.:" ot»oj."m h~:::=j-::-:;:.:: .':-'..-.:::",:...'Tdu~:.";::..:,.c(83T,:- . Tiiiiib'-: .:-:~(js(ts

Sell 6, general and adminislralise espcnses (304j (276) (316) (97)

Amortiration of intangible assets (44) (45) (52) (15)

cttfi~a~ua,pi~a:mco'nj((': .::':,:::: %',,'::."-."::: ';::::!ii::,ci!!~i."-:-:--'I::,.;i!:::3 ::i:::-'„;:::::,::,3:: i'ilg„:.:i:::::i''-,:-;'-;:."t ''„2: )'-"'."::,:,"9"'"'',,:

"s" ''l'l i!'''i '(~i!i '-::::::--i"'-:::-'-"i'"':::-",'—-''*"'te(''r l:'' i''-:'"'l'-"': ""':-:"::::::''-'—'"'jm-"-i::-"'""""-''"3':-'etinseslment misted gains

Oeal- lated Irene sedan sad other costs
~sar tin'nb, n 'ÃOans: ',.;."'»'9,"'.,"r.

Other income (expense), net (4)

~IL'i!'. '::,,"*: ':":i's l::"'"i'-':--"""—-"":-':"'(ll''!Cmo''ill-":::i i"-''i'!'i: '"::'i!--::':"! om'::-':::--:-''""i'imt'c

era*a efit(a*Pa se) (21) (10) (12) 1

'SKCmm-'t)Mm~ ::::"-;;;-"-—'-'":'""=:::::: =:::: ":: "': ";:::::-':9-''-:QS)J~S:."':::."."""-':::." '"':::(9!(317"':::"":::: '6: V43Jg))m

En

Basic
107.5 1079

'". ll" -'. '
',":»yifrYNrlc

'or
the

two
months

m

Februn
rr 29,
2004(a)

For the three
months
ended

December 31,
2003(a)

;t . '-gh'4'90. :;1,,::::",.1"-ci:::bi):: 11'lg

'l'
',~d::::.:::.:":269).""-:-:4"!::: -':":": .(TQQ8'i

(219) (391)

~!'::::"-4"":::: ':::::::--:: "'::::::Ohfi&)

(37) (60)

!~i-::.!~i':le'i':: ':.;::::::: i'.-';::~i:,,: rldds

'4.:;*.:m rZ,:: (26)':::.:i:":hali':,:3:;:-"8~4+

(9)

(7)

::":„,i„"::.::„':::,:(ÃK':"':;i'i-,::::~in it~It 9:

(13) (107)

~3: i'(39+!"': ~ .~1''&l@g

(a) The Company's business is seasonal. Therefore, quarterly operating results are not necessarily indicative of the results that may be expected for the full fiscalyear.
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Supplementary Information
Condensed Consohdating Financial Statements

Warner Music Group Corp. (the "Company" or "Parent") was formed by a private equity consortium of Investors (the "Investor Group") on November 21, 2003.The Company is the direct parent ofWlvlG Holdings Corp. ("Holdings"), which is the dhect parent of WMG Acquisition Corp. ("New WMG" or "Acquisition Corp.").New WMG is the successor to substantially all of the interests of the recorded music and music publishing businesses ofTime Warner Iuc. ("Time Warner"). Such
predecessor interests formerly owned by Time Warner are hereinafter referred to as "Old WMG" or the Predecessor". Effective March I, 2004, Old WMG wasacquired fmm Time Warner by a private consortium of investors for approximately $2.6 billion.

Holdings issued (i) $250 million principal amount of Ploating Rate Senior Notes due 2011 (the "Holdings Ploating Rate Notes"), (ii) $397 million principalamount at maturity of 9.5% Senior Discount Notes due 2014, which had an initial issuance discount of $147 milhon (the "Holdings Discount Notes") and (iii) $200million principal amount ofPloating Rate Senior PIK Notes due 2014 (the "Holdings PIK Notes," and collectively, the "Holdings Notes"), which had an initial discountof $4 million. In June 2005, using pmceeds I'mm the Company's Initial Common Stock Offering and approximately $57 million of cash on hand, Holdings redeemed allof the Holdings Hoating Rate Notes, all of the Holdings PIK Notes and 351o of the aggregate outstanding principal of the Holdings Discount Notes. The remainingHoldings Discount Notes are guamnteed by the Company. These guarantees are full, unconditional, joint and several. The foHowing condensed consolidating financialstatements are presented for the information of the holders of the remaining Holdings Discount Notes and present the results of operations, financial position and cashflows of (i) the Company, which is the guarantor of the remaining Holdings Discount Notes, (ii) Holdings, which is the issuer of the remaining Holdings DiscountNotes, (ii) the subsidiaries ofHoldings and (iii) the eliminations necessary to arrive at the information for the Company on a consolidated or on a combined basis.Investments in consolidated or combined subsidiaries are presented under the equity method ofaccounting.

The Company is a holding company with no independent operations or assets other than through its interests in its subsidiaries, such as Holdings and AcquisitionCorp. Accordingly, the ability of the Company to obtain funds fmm its subsidiaries is restricted by the senior secured credit facility ofAcquisition Corp„ the indenturefor the Subordinated Notes issued by Acquisition Corp., and the indenture for the Holdings Notes.
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Consolidating Balance Sheet
September 30, 2005

Warner
Made

Group Corp.

WMG
Holdings

Corp. 0ssuer)

WMG
Acquisition

Corp. Eliminations
Warner Music
Group Corp.
Consolidated

0in millions)Ks
Current assets:

:":-.::Cuts'486 tualentnl",:;:i,':"":",-:,'":;,:::::,':::;:::--::::::Si':::- ':it:it::,:,':::.18"';:-1'40::::ni.::: - "8!:-:»,:~:."::.i:ci:!::: -, 'O::":-"" '1::::::::::-:::::":::;".""—"'"
"::::::::::::,::. ': 8 1'"::-.':::288

Accounnteceisable, net 15 (23) 645 — 637Luu".'..'Inv' ."". 4,',„'" 'u" „,',"., -'.dtn ." ...„-;u2,,': ',,',, "1.„,.4

Royalty advances expected to be recouped within
one year

190 190

Other current assets —' 39 — 39

Royalty advances expected to be recouped after one

Investments — — 21
,DelkV"Ql '~% D, ','' '"'-"- ',4..."n': ',3 " ''..."-'.-';==-,,"::'.,;:,'".""=' -'--"':"":""'„. „,„'"sid ': " '"=- '"«" "„'-'"'-'-'.-'. '"'

Ot SS „1 tn:„„;„;.;,,; „"',,; ',:,: '.-'„; ':";";:87', . " . ' *,'" 4 i
'tanugtototassdts'.saubiecttoantoittzatto'n;..':.:.ctP:" 58'A'.. ''.:::.i;-::-'i:.=-s".:e

Intangible assets not subject to amortization 100 — 100
Seta' ", '';, '. "":: . „*'t% ',.', uu;:,'-".'u,. "", ''. "" ""1 '' 'tail ~,'' 48 .'.'. - ",::,; ...S8483

gja "i 'eaan re erSZ qut „.'::;~'4r.'::'s 8+le ..:;"~""-;~'-'-'-.;, t.u: ";"'8,";:;--'=.; ..'t:9','4; """; "-'.,~'~'.=':Snap.'.,',,"...
Cune tsasiTin s:

a—----::-':-"
.-'-:-:;.::IV4::,- -'.."':"'".":,:;4- Ze-"':.:,-..-',:.";;7",:"';.:." ':-':-''-''-:.-n

. ~~4'4

.":sst'utetrtlei sstenu::::i::

tes 3'traSliiSians.*'Liireho16~!s'-iiitr'i-. !7.'::::ll.":ii::;:,:::l:,;i!;,,'~i: ."':: 8, -: ':i:-'.
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Consolidating Statement of Operations
For The Year Ended September 30s 2005

Warner Music
'roup Corp.

WMG Holdings
Corp. (issuer)

WMG
AcqmYition

Corp,

Warner Music
Groop Corp.
Consolidated

r ~n. lellen,,: ":: - .- mli 'i:. "',:.,*" '",i ii i sam'""ll'. ! r. s.." .i*., '.' -.l ';l" "" ' '"
l '- 'i' s'*" "';

. s l!isis'"'", -,':: .'.ll ! s
Costs and expenses:

Selling, g neal end al 'mslmll e expenses

Loss on termination ofmanagement
agreement

(73) (73)

ipe 'msls 'e n ex:.'"'-,,':-: '"".:, '":l,,:.',;,:.';".:.,.:s':—.',,'.-.:-~"'::.—, x"- —::::,: .
'*"'":,"' '"'.;::,'-: " - ': -'-: ":.'-::':::: Sdlgl

Minority interest expense — (5) — — (5)
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Consolidating Statement of Operations
For The Seven Months Ended September 30, 2094

Wurner Music
Group Corp.

WMG Holdings
Corp. (issuer)

WMG
Acquisition

Corp.
Wurnes Music
Group Corp.
Consondoted

gpn niinions)
'-~ 's6 " "'::i. '::.." = -." ":~:,@5Costs and expenses:

;—:, ~,Cns:c... -
tt „'-.'~,:::: .;~'A.':,::.:::,:.,:,:,.:.:;~,:.:;-.;.;::.";-:=;:,,:~-".:=,;

Selling, general and administrative expenses

Restructuring costs, net — — (26) — (26)

t p p
r

p

~eahge'o io arranF 'eabzeuaio 'arran,"; "':, ""'-; ":,",'"";.:-:.."...'": """--.": ... "," .,r, t ."...„;, ",";.:;",'.:- „:.;:-, r L: .. ''""'"„"~,'.",,;:.i„r.,"„,,";.;:;.:,„:;.." '„:-. -'':,='" „;;..:,;.,;: r

( ',,pu ", '~t;r l ',j. „„(,ri, f, .tnorlt)t'lllterestex, ttse'~j~i'.;."...wp:,',"',:"x~-':': ~;""":,-;:,',",',*,:';&'trs .:,

.,;".-,cp'eel 

': i ':" " ''„:;"::ip'I'j'4j",~jy'!:" -'t'i+,,-'~.'"',~c~'p.'.,'.'''."'".',~i ",: ','" ~„, ~~., pep

p":
Inco ertax expense

Cp) pp)
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Combining Statement of Operations
For The Three Months Ended February 299 2004

Warner Music
Group Corp. (u)

WMG Holdings
Cary. (issuer) (o)

WMG
Acquisition

Corp. Etindnutions Old WMG
Combined

(in millions)

Costs and expenses:
L'-")-- X, en, .'".---,.:."".:-:."--= '"',m.;" 3''m:.~- ';=':'(,3-.=,9:..". '; „-.'„.", i,'i;-.',', '".;:,'..,.' *,rd

Selling, general and administrative expenses

(319) (319)

';."2''„l.O; ',.". ',,;., „:.„; ',",',. '-".:-.„'„...'"::"=",-,;,, ".',';.:i".',,':.;. -'..„;*;."; ';:1 3.', n":.: ,'" b; . "-'-:."r')@l& ';.;:.;.: '.:.',',;-'," „";,,"',:. ":;,'~.;:„n

3 r 3

9 9

)
9 9

'499 9 9 mm3mmllm;:::(i &(; 3-"::.,,::lit." "::. +'.:.,:~',;, .'1":.,..':-;.:,.l,».i::,1:.:",-::,:;. ",':::,: ll
1'"mms '..: ",") "-': '.;"-"".':"

0

(a) For periods prior to the Acquisition, Warner Music Group Corp. {formerly known as '%MG Parent Corp") and WMG Holdings Corp, did not exist.
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Combining Statement of Operations
For The Ten Months Ended September 30, 2003 (unaudited)

Warner Music
Group Corp. (a)

WMG Holdings
Cogp. (issuer) (a)

WMG
Acgtgdsinon

Corp. Old WMG
Combined

(in millions)
K " . 'o:~g' ' 'gra '," '

~ 'e, - "- i as~'e'g r "'ixn: "=-''. ~:-.'E~"":, *',
~ "': '"" 8''. 'l' "'" g«»:»'' '««'' '. -:"-':lv'.,~fv,;."", 2glifj'esrssnde*pesss:

Selling, general and adminisisaiive expenses
(995) (995)

Loss on sale ofphysical distribution

(12) (12)

gS .
'" 's 'vi '' ."%'r'r "sr'r'='. ''",' .:""= " ''.""'. ''' " ' 'av ''.AQ X. -ia '. " 'a'- ''n'i~i ~" SOS

Equity in the losses of equity-method inve'stees,

Dean l ten
' ' 'a; m P".. ":-:"'.,'&.-'ia .'...':;:; 'g'.s ';:::r.;;'-..'."'„',",,!."„";-,";"..;.;."'ther

expense, net
(10) (10)

lc & s;, »;„'I: ""'„"'"*",",i';.';",: ',, ':.-''; . ~:". "-Z:,.'",:,,;j:",„:., ",,;-i, ',;*';-:m„.n!'g,' sarevi ',MC n5--:r'a)
For periods prior to the Acquisition,Warner Music Group Corp. and WMG Holdings Corp. did not exist.
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Combining Statement of Operations
For The Year Ended November 30,2003

Warner Music
Group Corp. (a)

WMG Holdings
Corp. (issuer) (a)

WMG
Act)nisi(ton

Corp. Bin)(nations Old WMG
Cozabined

(in nu1bous)

Costs and expenses:

Selling, geneml and administrative expenses

(1,286) (1,286)

Rsstntctmingccsts, *t (35) (35)

':" '"':(i::.i" '"':"-" .: ':::"":":.':::::-::*-:--'-" i::: M L":: ' -.: '.'i ""':i':.: ':".-"'::Li'e'aves''-.

ca os'Ses",';„,;","::~o-t-'."-=;~;;~..;;.-';;.„-:.;:!;.~:,.":: .''-'„'"';:::;: 3:)-,'.-c) ". """.':c,,(n-':".'" (n ".( )o:=- -::-'..'':.'-"""::='~""'&"."-'::-.-,.'~g
Equity in the losses of equity-method investees,

(41) (41)

::,%~iitct~nmicssti"i'",:i; ~R'i:: ."--::!c::::::-i ','.'*: ""-"::,—,," -e i""i::"i'i i*""'::: ': ..',:, '-'-.'".:::::-':-: '-t:: -.: . ': '325

(a) For periods prior to the Acquisition, Warner Music Group Corp. and WMG Holdings Corp. did not exist.
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Consolidabng Statement of Cash Flows
For The Year Months Ended September 30, 2005

Warner Music
Group Corp.

WMG H(ddings
Corp. (issuer)

WMG Acq(HYiition
Corp. Eliminations Consolidated

(in millions)P~e;fl w frn' ate ~nets"
Net loss $ (169') $ (185) $ (110) $ 295 $ (169)

t 7 p
6

R
5

2

5

0
3

r

Depreciation aud amortization — — 239 — 239

Nonmesb mtctmt e*pense — 3 i 37 — 63

'*
Net investment-related losses —. — (1$ — (1)'lo4);.'::"'.Mntorttvfnlerest4;: .": i .bit,"-'"::,',:: ';Aj- ~+'de:"":;:,; 3 -:-.un~i„-not(::.":;n 4~=;;:;.e;~'N(ba:.",:;.:,;(,,Qc N".--,,.,:,, it+~*':," -".:-'; ':-::c~'..I ':';.',.:.; t„:.:;::-, Nt

': „': '-: '-';—,, -...--".':; -'-e-".;-,",":",':. 5gEquity in the losses ofequity-method * *

Royalty advances

Other bahuce sheet changes
1 70 — 70

h A

P
y o

r
51

A
7 )

w
r 0t

Cash flows from investing activities:

b

segmgl

ttc pb'': I'ny a cs':.::: .';.-,:...(':i!'y;I",i, ''':.i"-,...'" *:!i)-...: "'c"—"-::::.:4":„',:"',*::".i" I~4",:".::ii':i: .;"'"'.'. -"":i"i -'5~4'ir
ztttng a ng",' "'",.:,. ':;: """7",'..'r ( 'i.'.'",!'. "'.'.: i"""-'. '-':-";":. .''.4„: '-I - '-'; l'''N.'.e

Repayment ofHoldings debt — (574) — — (574)tp "'o 'n. Woi "s',.l&x:: j'',ll'.:,'.:::-.jf;l,:n„",;.",,' ":: ."".—:".::i,':-'.::,';."'-::-';;;.'t':,':,:: '::".:: 25):",', "::-:.&i": '"". ».i": -„':.i "'0':
Hnan ing costs ofbononings ()7) (3) — (20)

Capital contributions received (paid) (590) 517 73
.I( stu. d,;.;,'',:,ll '" '".o'2, ';~N" ~t"'., .:...;,:: ...,;,,o.",.„".—,, ', ', ",, '. ~ *,i c.. ","' „«, „,mI.A "

'ongjesaleo: ct'edcs, '.;;",'~;:;:;!':":i'"-;0":;:,';: '::.";";;-m':5'5- ".:4r::A";"::='-,"-'"'::,::.".".:;ed(A',":.".::7"'

Proceeds ou the issuance ofcommon stock

554 —, — 554jglslLof~sUlllg lMllllLosofob io:"Ini N~fiiiii:: i ~it.'"i I ii ii:. 732),:!~i-"i!i'.'ll:-';.-',!!!Ni'.* lilt::iI''=-.

tttttn:n WtRt'-: ':: 'm

illl W~on-te os I '," ';,i:—::: -,:"-.:ii:: iii'!;,',i.":::::;.;"::*:",0'",--..: .WI -::: —";. 4:-':*.'.i":-;":": '"'.";I .,*: -,,;""i!((



151

 

 

i 



Table of Contents

Consolidating Statement of Cash Flows
For The Seven Months Ended September 30, 2004

Warner Music
Group Corp.

WMG Holdings
Corp. 0ssuer)

WMG Acqgdsttion
Corp. Eliminations

(in ruillions)
Q5ll.gows'from'.o rattngr 'activltfes ',',p&"!u - '

(23$) $ ()22) $ (lde) $ 22$ $ (23g)

S

t 2

2

r

f' .'lPcf ried es"„c,',"-"-;« "; ..„""'",.„„,.

Loss on repayment ofbridgeloan, — — 6 — 6h '

oe'quityin the losses ofequity-method
investees, including distributions

122 104 3 (226) 3Ih"

Unrealized loss on warrant 116 4 — — 120

,elk '2«c,«, a i,~ ., "'r I 3,,', "„'t '" . '"na4 'cc
« ~ ',', «,, ',',... e ',,p

,,j».I«n~,; '- '«e.:." ', '. „,,'.,;, .g '...P»",;,"«,, ', »,d&',C ',"''.;«S»,ZW"gj&'"'ther

balance sheet changes — — 3 — 3

Acquisition ofOld WMG (853) (1,250) (2,638) 2,103 (2,638)

-'!'s'I 'Iec ''"'"'a '*.'"».'"'I,''" ''""-'' ., " '"e'e".'" '"''"3«'i:;-ne*"~''"" ''ds- ' ' '3 s ''" -'" " '

Proceeds from the issuance ofClass C

e!SSuan 'O, paa";»::-2::-:... I '.;:,d':::,',.:«) - 2.',.'d;,"';- -' ~)""'-.::-I",.', go~~.:..; '";~: ~" gs'-:-22 .'" --:sc".:-.':-.-".,' 'i "''4';

Proceeds from the issuance ofpreferred
stock

Proceeds from the issuance ofrestricted
shares

3(7n
" '::".".*,.:: '...,,::.::.;-,:.-: .. ="::::.;,-,,::::. ',.':.'.;; o.':,:,:.=,,:;,,:,:; - *: 2«2 n::,:.2;=:;, ;(::,...; — ':,::..Ce

Ceeh d egnieele Ie Iheginning nigecind

471 471



152



Table of Contents

Combining Statement of Cash Flows
For The Three Months Ended February 29, 2004

EliminationsWarner'Musie WMG Holdings WMG Aedtuisttton Old WMG
Group Corp. (a) Carp. (issuer) (a) Corp. Combined

(in millions)
Cgskgoei:from;operatuig (tctlvit ~::r'~p-::„-;,.:,.'.;,-'::-. "-;;;:, "
Net loss

$ (32) $ (32)

Depreciation and amortization 72 72

ty,,... „,eq 06 i,,'

Changes in operating assets and liabilities:

Accounts payable and accrued *

SIOW . ro lllVestsngactsvstteSj "'d+;;~':;~dp,',
d ~S"':::. age~::::.:;,': ';;,g Ka;'.dg,'gj'...:..:: '..;".ry'g: ": ';: ""

S ",egal~'+w::..":"'tpgd".-:.'"-"'"i":;,;:"-d .:".agni'.:.''-'j;--:::=:" -';..:. gfInvestments and acquisitions
(2) (2)

: -;- "1~9..Capital expenditures
(3) (3)

pc( tt VldeToV uu: ~dgdg'Pmyi'm"W'Sndgg" g: gggdg::.'':.'i""*;:,:,"gg %i, ",,::!,::::,':-';:::::,:.;::,:,"-."'.:"'':""::::::,"":g'l:.::.':::::..."..', ':.ll*,'. -'i'::-'":: i:,: l gd

Borrowings

P

d

S
P

P
g

Dividends paid
(342) (342)

p d

p r
p

p

Clldg d ] III t8 litt ppMlg fpellod

144 144

(a) For periods prior to the Acquisition, Warner Music Group Corp. and WMG Holdings Corp. did not exist.
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Combining Statement of Cash Flows
For The Ten Months Ended September 30, 2003 (unaudited)

Warner Music
Group Corp. (a)

WMG Holdings
Corp. (issuer) (a)

WMG Acquisition
Carp.

Elimiuadone OB WMG
Combined

(in millions)

Net loss
g (201) g (201)6n, p Cu . g... -e;.~...:"- .„;::;:...,":: ...,.: ...., *m»»

Deplecjaljonmdamotdnldon
272 272

Cm':;:i"::":.,:,c;-*,,'::i":",:i:: '~i:;:::,„-:-:::::i":.:::;.;:::i':".n"";,:;::" '::",,:,,::,.::-::,:,:,:-:;:.;;t "i "'""-'"'''::"'-""'~pjp: "2 i''~~"'':"-"
loss oned fphysicaieh tdhcsi n

assets
12 12'": -e":,:s.on~4'ifnterest,'eirpense„",,;,. „"7;,".,".&,:::;-:,::,:-.&~.-:;.~,:;:, ':. +;;.::,:,,""

Net investment-related losses (gains) 17 17
h p

b

r

2 2

e
de

)» s m d

Changes in operating assets and liabiTities:

~i::-;:::„:' ~oat(2»f 4 'e'.;"em»:.;,. I 1 "." "",,,:.;,. „~, hg'z,«".",: 'e '.,",,,',a,,',*22»c'i, ',-„-", 'r,::,, »7 ''„'dn', '','c'. ". »so i *-::-=:;-:, db "mt»;,', ', == -'- „„,'„,, ~ ', ~ '.1
Accounts payable and accrued liabiTities

(116) (116)

mmo ossa e ' ':.oils,;".' tao.': "',. ", ".",.'"';:,...'*'..s: . "=- ';:,, ':.'.:,; ': "se'a,.-. ',h provt(l 'era & a u

.n last 't ttscns s 's's i'.,",i',"'' '': ',""" ',, '; '":.: lt ',',"ll',.* i .,: .-., ',: P,",;"le;:,: . ".seas:!:-

4Sla~SSr'1 irO" 'r" 'cti 't .":.;,"";;:.;,'.-'::*,„,"."';,,-:, .. ',*:;",:-.":";.'".:,;,;~:".;:&,;.:*:",m„,:.,:'.::.....,- '.'.*,,;-„."',.;:;-„;:.„-'" .,='.;.'„---;:,=; „=:-,2",",;:;";,

'=':""'::.'."=:; -'.";. '::.:."::::" ~0Capital contributions
132 132'(Bg' ill- 4 r t - m»., «,'",.-'".'.. „.',,'l;mo '*„'c '&c,.cl'....,;„2nd... ~ m'~»»t'~'... '",~"''~":"','",'s„'... '"- -.

'
s

Principal payments on capital leases
(3) (3)

,-,,*—:sei -':(''i'i'--'i)iiiiii ii'iiiiiii'ii))i(!ilia(iiiiii'( !ilia'l l'i(i(ii'iiiiiii "ii'i !ilia-.=(i'i!i'i"'--'liii(i(i'i

m,,!!t,a, „,„, ...a,lWei.,....,,d„,, „,,,, ...,,,, ...,„,,...,.e,„„„, .„,...,,,,...,..., ~ .l

cost ettscas nll c ' '-',*."; -.'::- ':'s''....:.'..'s.:"i" .
' ''"* '-''""'" '""':': .' '''.'' '"'. ' *d

: d tn'in cas.::m nj 'c Sh»..' .::. ",:i!:::;.: i.".:-',,'-'::,';::::.!:::-'::ll':::;.:,:.:':'::,."~i!i."iCash and equivalents at beginning ofperiod
41 41

(a) Forperiods prior to the Acquisition,%amer Music Group Corp. and WMG Holdings Corp. did not exist.
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Combining Statement of Cash Flows
For The Year Ended November 30,2003

Warner Music
Group Corp. (a)

WMG Holdings
Corp. (issrer) (a)

WMG Ac(tmYiiiion
Corp. Oid WMG

Combined

(in mtBions)

Net loss
5 (1,353) 3 (1,353

j;;.,gptov( )r~~lls nn u~sa@i '& es'~,(t;. -.:~,t,4. s,"~Q; „rrra, ',.'., d,,o z e 's'&sd:, . ",",. "':-=,", -.; ',.e ',:. "z .':; 4 "'~, .'""'4'."
Impairment of goodwill and other

intangible assets
1,019 13019jane 'andtamO 28 On::.o",:,':,'-"~"'-:b =:*": '«::: ' '-."" ""''~+-'-" '"""" ': -""': ': '~C-'"-CSS4:.. ".328:::.-."'':.':::"=- ".-' " """'.'"'''-"''-'-'" "'.'-"y: s 32gDeferred taxes

(19) (19)

1

gg hytalh lo esofeooity- th d
investees, including distributions

44 44nan' m.:oneratntgrassetssann'(nabx4bes~-P s;::, ~+

Accounts receivable
(121) (121)"'-"".:."'-':-: -.'. -""- "-':- —;;-:: s=-"'*:.":-'-'.".1-. -9 "''--': --:-'.:-:.":-'- '.' "1

M '"i ':--::--::::---::i:-:-'"':-':-i':-:::--'-::::,.::::::::::-":::i!i:-"-::-::---:-i! i-":-i"::-'-:-:::-:i:.:.':-'":-::.i:.,:-::'::::—:::-':::::::::::::--:-::-:i'::::-:-:,:,i -i:::""-'---:'::-:-:-:i-::-:1 a3Other haltnce sheet cloelges
. 39 39

"eteas .': 'nnyarnrl(es':,--:;:.':";r'lt ':"to::--::::1':::"::::': "':.::S 1'::::-:. ".:".:~""":-::::"::-"""-'rr'1:: --'::,:i:::: 't""'r!::::-:.i::'-:,::,::: S"'-.::!"':: ."9':

canst s . still lolls

ee'nvestments.andacquisitions
(52) (52)

Capital expenditures
(51) (51)

.~sit,sgaws:eront:,itiancin 'acb bes:;:.

Can ueaSeS .:,"'.;-'":, ',;:.: ";: I;, -,f „'..'.."::=, ~ .,';;,".,';, .„';.,;,, ",,; - "es.; 5;(;r„:;i:„;,.„„,. ('t'3 '.*,'„,„;-,'1 ...,',. 5;,.4:.'

ttevtdtdhdlg((current ~iree(ed::::::::~ ':~i.-..",':=':

Cashaadegeisaienlsathcginnhgofycdod
41 41

(a) For periods prior to the Acquisition, Warner Music Group Corp. and WMG Holdings Corp. did not exist.

155



Table of Contents

WARNER MUSIC GROUP CORP.

Schedule H—Valuation and Qualifying Accounts
Year Ended September 30,2005

Seven Months Ended September 30, 2004,
Three Months Ended February 29, 2004, and

Year Ended November 30,2003

4Mdidoes
Balance Charged Balance

at to at
Beginning Cost and Deductions End otDescsiption re 'm lbs 9

Bn ndllions)
9. „4:. '.'"

Reserve deducted fmm accounts teceivable

Ress ear rsalesmlumsandallo anc*s 164 493 14891 168I@%an'Ce'Or e~ d't3ntaSSet-:.."':-'..«'i".-4::S ", -'-'-~:.;4" ",-; 3--'1 . '='-'„'-.:;. ", "r;;~~-'..-...=."-. 3.;-,. cns2933;,',Sa,,'„':.-.',86,a'- .-=.-"";; 4 56)'" '~&4~-;.':"3

1":::::--:.,—:-::.::-:::::---::::::-::::'-:-'::-'-::-':-::-:-::::-::,::-::::;-:-:-:' '::::-'-:-::! l—-'-:--:---'-':--:-:-:::---::::::::::::::—::-------::—:,-:::-:----::::-:::::::-:::---:::i:.-":-:-::--:::~i:'--::::::.'-"—:::,:::::::::::::—

Reserve deducted Rom accounla race'vab le
gla mmdcldb 5Ksneeonnrb'i'i::::S3~.:
Reserves for sales returns and allowances '00 278 (314) 164

X u i ';„'„-; 'R',,'"-':-;, ', '.,' '.", „',"';:-:;='-:-.'--" ..'::,-',",'" ";:::;6 '":"'i',o ''" ."'", -~ ':";,'.":;;; —: ~-;-.', ';":.-'3O

"isa+i":"'-'""""- """: "'- -:""'*"":lc': '::r'' 'bl"':::"::-dr-v"-'-"'-'"'" "::'":: ' """'""'~ri """'-"" ""'' 34694:-"~'3393"'"-"'-"''iSv" 'j'330)'"''6
m

i m'smurnru .49 d'da: ':;
Reserve deducted fmm accounts receivable

n:::,::.:::::;::,.(-:::-,,"::::::::: ""::.i:::-,::::,"'-:-::-;::i:':::::i i:,:.,:::::-::::"':-:::-:—:,:::::.i'---::i ii:-::::,::::-'::--::. '':::'i!i"::::-::--:-,::::,:i:":"-:: ''i::::::.::::.—:::i'-*:::-:-,:i::-:::::- -:" 9Reserves for sales returns and allowances
224 128 (152) 200

v "3 ~erl3 "SS39 36993'::""' -'-'~:: ':::---::::-"'-"—:::: -::-:::-:.-::::.-:m::::;: r~;':.,--—.:-.::::::—.::::: —:.,:::::::":—:."„:.;:::.:3
Reserve dedacred lmm accounls race'iable

..m:::=;",R': '::,-"-., '::,::::,"::"= -:..;:,:.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCE DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Certification

The certifications of the principal executive officer and the principal financial officer (or persons performing similar functions) required by Rules 13a-15(e) and
15d-15(e) of the Securities Exchange Act of 1934, as amended (the "Certifications") are filed as exhibits to this report. This section of the report contains the
information concerning the evaluation of our disclosure controls and procedures (as de6ned in Exchange Act Rules 13a-15(e) and 15d-15(e)) ("Disclosure Contmls")
and changes to internal contml over financial reporting {as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) ("Internal Contmls") referred to in the
Certifications and this information should be read in conjunction with the Certifications for a more complete understanding of the topics presented.

0 Introduction

Warner Music Gmup Corp. became subject to the periodic and other reporting requirements of the Securities Exchange Act of 1934, as amended, on May 10,2005, the effective date of our registration statement relating to our Initial Common Stock Offering. WMG Acquisition Corp., our wholly owned subsidiary, becamesubject to the periodic and other reporting requhements of the Exchange Act on February 10, 2005, the effective date ofWMG Acquisition Corp.'s registrationstatement relating to its exchange offer to exchange outstanding unregistered notes for freely tradeable exchange notes that were registered under the Securities Act of1933, as amended.

SEC rules define "disclosure contmls and pmcedures" as contmls and procedures that are designed to ensure that information required to be disclosed by publiccompanies in the reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported, within the time periods speci6ed in the SEC'srules and forms.

SEC rules define "internal contml over financial reporting" as a pmcess designed by, or under the supervision of, a public company's principal executive andprincipal financial officers, or persons performing similar functions, and effected by our board ofdirectors, management and other personnel, to provide reasonableassurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally acceptedaccounting principles, or U.S. GAAP, including those policies and pmcedures that: (i) pertain to the maintenance of records that in reasonable detail accurately andfairly refiect the transactions and dispositions of the assets of the company, (ii) provide reasonable assurance that transactions are recorded as necessary to permitpreparation of financial statements in accordance with U.S. GAAP, and that mceipts and expenditures of the company are being made only in accordance withauthorizations of management and directors of the company and (iii) pmvide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,use or disposition of our assets that could have a material effect on the financial statements.

Our management, including the principal executive officer and principal financial officer, does not expect that our Disclosure Contmls or Internal Contmls willprevent or detect all ermr and all fraud. A contml system, no matter how well conceived and opemted, can pmvide only reasonable, not absolute, assurance that theobjectives of the contml system are met. Because of the limitations in any and all control systems, no evaluation of controls can provide absolute assurance that allcontml issues aud instances of&aud, if any, within our company have been detected. Further, the design ofany contml system is based in part upon certain assumptionsabout the likelihood of future events, and there can be no assumuce that any design will succeed in achieving its
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stated goals under all potential future conditions. Because of these inherent limitations in a costwffective control system, misstatements due to error or fraud may occur
and not be detected even when effective Disclosure Controls and Internal Controls are in place.

Internal Controls

In connection with the audit of WMG Acquisition Corp., and subsequently Warner Music Group Corp. for our prior 2004 fiscal year-end, our outside auditors
identified a number of significant deficiencies that together constituted material weaknesses in our internal controls. A material weakness, as defined by the Public
Company Accounting Oversight Board, is a significant deficiency that by itself, or in combination with other significant deficiencies, results in more than a remote
likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected.

Our outside auditors identified three material weaknesses as of the prior fiscal year. Specificafiy, there were certain content issues at our print business, there was
a lack of entity level controls present and there were issues related to our myalty systems. In connecfion with the audit for our current 2005 fiscal year-end, our auditors
noted that material weaknesses no longer exist for entity level controls due to the hiring of several key executives, establishing of an internal audit function and other
changes in internal contmls described below. The control issues of the print business are also no longer relevant since this business was sold during this fiscal year. Our
outside auditors did note that our domestic opemtions continue to use different royalty systems, which has continued to create certain complexities in ieconciTing
royalty expense and payables. While we recognize that additional staff is needed to cope with current requirements in royalty processing until a new system can be
developed, we may not be able to hire and train additional staff. See also "Risk Factors—Our outside auditors have identified weaknesses in our internal controls that
could affect our ability to ensure refiable financial reports."

Evaluation ofDisclosure Controls and Procedures

Based on our management's evaluation (with the participation of our principal executive officer and principal financial officer), as of the end of the periodcovered by this rcport and as a result of the weaknesses in our internal contmls described above and below, our principal executive officer and principal financial officerhave concluded that our Disclosure Controls need to be improved so that they will provide reasonable assurance that information required to be disclosed by us in
reports that we file or submit under the Exchange Act will be recorded, pmcessed, summarized and reported within the time periods specified in SEC rules and forms.In addition, we continue to review our disclosure controls and pmcedures during the transition to a stand-alone business with the objective of implementingcomprehensive periodic reporting standards as well as addressing the weaknesses in Internal Contmls identified by our outside auditors. Since completion of the auditrelated to our fiscal 2004 year-end, we have taken a number of actions, as set forth below, to remedy the weaknesses discovered in our Internal Contmls so that theCompany's Disclosure Controls are effective in the future. We will continue to devote resources to improve our contmls and remedy weaknesses related to our royaltysystems that continued to be identified since the completion of the most recent audit for the 2005 fiscal year-end,

Changes in Internal Control over Financial Reporting

We have already taken a number of actions to begin to address the items identified by our outside auditors and to provide reasonable assumnces that theobjectives of our Disclosure Contmls and Internal Contmls will be met including:

~ hiring a permanent chief financial officer,

~ establishing an audit committee aud appointing two independent directors, one of which is a financial expert and the chair of the committee;
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~ outsourcing our internal audit functions and hiring a director of internal audit;

~ hiring internal and external resources to lead our Section 404 evaluation efforts;

~ adopting a new code ofconduct and hiring outside consultants to assist in the implementation of the new code of conduct;

~ adopting a compliance program, appointing a chiefcompliance officer and hYiing a deputy compliance officer,

~ hiring other accounting and SEC experienced personnel to enhance the accounting department;

~ hiring additional outside resources to assist our internal personnel with royalties accounting and SEC reporting;

~ hiring a director of taxation and other tax department members; and

entering into ajoint venture with Universal Music Group, Exigen Group and Lightspeed Venture partners to build a new uniform royalty system for all U.S.
operations.

These actions have resulted in the elimination of the material weaknesses related to entity level controls identified at the time of our fiscal 2004 audit as notedabove, We are committed to maintaining high standards of internal contml over financial reporting, corporate governance and public disclosure and continue to improveand refine our Internal Contmls as an ongoing pmcess and will continue to take corrective actions and implement improvements as appropriate.

Other than as summarized above, there have been no changes in our Internal Controls over financial reporting or other factors that have materially affected, orare reasonably likely to materially affect, our Internal Contmls.

Institution ofInternal Controls in compliance with Section 404 ofSarbanes-Oxley

As a result of our registration with the Securities aud Exchange Commission, we will be required to comply with Section 404 of the Sarbanes-Oxley Act of2002and regulations promulgated thereunder as ofSeptember 30, 2006. We are currently performing the system and process evaluation and testing required (and anynecessary remediation) in an effort to comply with management certification and auditor attestation requirements of Section 404. In the course of our ongoingevaluation, we have identified areas of our internal contmls requiring improvement, and plan to design enhanced processes and contmls to address these and any otherissues that might be identified thmugh this review. As a result, we expect to incur additional expenses and diversion ofmanagement's time. We cannot be certain as tothe timing of completion ofour evaluation, testing aud remediation actions or the impact of the same on our operations and may not be able to ensure that the process iseffective or that the internal contmls are or win be effective in a timely manner. If we are not able to implement the requirements of Section 404 in a timely manner orwith adequate compliance, our independent auditors may not be able to certify as to the effectiveness of our internal control over financial reporting and we may besubject to sanctions or investigatiori by regulatory authorities, such as the Securities and Exchange Commission. As a iesult, there could be an adverse reaction in thefinancial markets due to loss of confidence in the reliability ofour financial statements. In addition, we may be required to incur costs in improving ourintemal contmlsystem and the hiYing of additional personnel Any such action could adversely affect our results. See also "Risk Factors—Our internal contmls over financial reportingmay not be adequate and our independent auditors may not be able to certify as to their adequacy, which could have a significant affect on our business and reputation."
ITEM 9B. OTHER INFORMATION

Item 98 is not applicable and has been omitted.

159



Table of Contents

PART IH

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRAR

In addition to the information set forth under the caption "Executive Officers of the Registrant" in Part I of this Form 10-K, the information required by this Item
is incorporated by reference to our Proxy Statement for the fiscal 2005 Annual Meeting of Stockholders.

ITEM 11. EXECUTIVE COMPENSATION

The information called for by this item is hereby incorporated by reference to our Proxy Statement for the fiscal 2005 Annual Meeting of Stockholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information called for by this item is hereby incorporated by mference to our Proxy Statement for the fiscal 2005 Annual Meeting of Stockholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information called for by this item is hereby incorporated by reference to our Proxy Statement for the fiscal 2005 Annual Meeting of Stockholders.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information called for by this item is hereby incorporated by reference to our Proxy Statement for the fiscal 2005 Annual Meeting of Stockholders.
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ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Fmancial Statements

The Financial Statements listed in the Index to Consolidated Financial Statements, filed as part of this Annual Report on Form 10-K.

(a)(2) Financial Statement Schedules

The Financial Statements Schedule listed in the Index to Consolidated Financial Statements, filed as part of this Annual Report on Form 10-K

(u)(3) Exhibits

See Item 15(b) below.

(b) Exhibits

Exhibit No.

Description

2.1(1)
2.2(12)
3.1(2)
3.2(2)
4.1(3)

4.2(3)

4,3(7)

4.4(13) .

4.5(14)

4.6++

4.7(4)
4.8(12)
10.1(5)

Purchase Agreement, dated as ofNovember 24, 2003 between Time Warner Inc. and WMG Acquisition Corp., as amended
Settlement Agreement, dated as of July 13, 2005, between Time Warner Inc. and WMG Acquisition Corp.
Amended and Restated Certificate of Incorporation of Warner Music Gmup Corp.
By-laws of Warner Music Group Corp.

Indenture, dated as ofApril 8,2004, among WMG Acquisition Corp., the Guarantors named therein and Wells Fargo Bank, National Association
First SupplementaI Indenture, dated as ofNovember 16, 2004, among WMG Acquisition Corp., Wells Fargo Bank, National Association, as
Trustee, WBA Urban LLC and WEA Rock LLC
Second Supplemental Iudentum, dated as ofMay 17, 2005, among WMG Acquisition Corp„Wells Fargo Bank, National Association, as Trustee,
NonZero (since mnamed Cordless Recordings LLC) and The Biz LLC
Third Supplemental Indenture, dated as ofSeptember 28, 2005, among WMG Acquisition Corp., Wells Fargo Bank, National Association, as
Trustee, and Lava Records LLC
Fourth Supplemental Indenture, dated as of October 26, 2005, among WMG Acquisition Corp., Wells Fargo Bank, as Trustee, and BB Investments
LLC

Fifth Supplemental Indenture, dated as ofNovember 29, 2005, among WMG Acquisition Corp., Wells Fargo Bank, as Trustee, and Perfect Game
Recording Company LLC
Indenture, dated as of December 23,2004; between WMG Holdings Corp. and Wells Fargo Bank, National Association, as Trustee
Guamntee ofWarner Music Gmup Corp.

Amended and Restated Credit Agreement, dated as ofApril 8, 2004, among WMG Acquisition Corp., the Overseas Bormwers from time to time
party thereto, WMG Holdings Corp., each lender from time to time party thereto Banc of America Securities LLC and Deutsche Bank Securities
Inc., as Joint Lead Anangers and Joint Book Managers, Lehman Bmthers Inc. and Merrill Lynch, Pierce, Fenner & Smith Incorporated, as Co-
Arrangers and Joint Book Managers, Deutsche Bank Securities Inc. and Ichman Commercial Paper Inc., as Co-Syndication Agents, Merrill Lynch,Pierce, Fenner & Smith Incorporated, as Documentation Agent, aud Bank ofAmerica, N.A., as Administrative Agent, Swing IJne Lender and VCIssuer.
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102(5)

10.3(5)

10.4(6)

10.5(5)
10.6(5)

10.7(5)

10.S(5)

10.9(5)

10.10(5)

10.11(5)

10.12(5)

10.13(5)

10.14(5)

10.15(5)

10.16(7)

Amendment No. l,to the Credit Agreement, dated as of September 30, 2004, among WMG Acquisition Corp., the Overseas Borrowers party
thereto, WMG Holdings Corp., the lenders party thereto, Banc ofAmerica Securities LLC and Deutsche Bank Securities Inc., as joint lead
arrangers and joint book managers and various other parties

Amendment No. 2 to the Cmdit Agreement, dated as of December 6, 2004, among WMG Acquisition Corp., the Overseas Borrowers party thereto,
WMG Holdings Corp., the lenders party thereto, Banc ofAmerica Securities LLC and Deutsche Bank Securities Inc., as joint lead arrangers and
joint book managers and various other parties

Amendment No. 3 to the Credit Agreement, dated as ofApril 29, 2005 among WMG Acquisition Corp., the Overseas Borrowers parties thereto,
WMG Holdings Corp., the lenders party thereto, Banc ofAmerica Securities LLC and Deutsche Bank Securities Inc., as joint lead arrangers and
joint book arid various other parties
Security Agreement, dated as of February 27, 2004, fmm the Grantors named to therein to Bank ofAmerica, N.A.
Subsidiary Guaranty, dated as ofFebruary 27, 2004, fmm the Guarantors named therein and the Additional Guarantors named therein in favor of
the Secured Parries named in the Credit Agreement referred to therein
Parent Guaranty, dated as ofFebruary 27, 2004, fmm WMG Holdings Corp. in favor of the Secured Pariies named in the Credit Agreement refened
to therein

Company Guamnty, dated as ofFebruary 27, 2004, fmm WMG Acquisition Corp. in favor of the Secured Parties named in the Credit Agreement
referred to therein
Deed ofTrust, Security Agreement, Assignment ofRents and ~es and Fixture Filing (Tennessee) by and fmm Warner Bms. Records, Inc. to
Kay B. Housch in favor of Bank ofAmerica, NA., dated as of February 29, 2004 (20, 24, 26 Music Square Bast)
Deed of Trust, Security Agreement, Assignment of Rents and Leases and Fixture Filing (Tennessee) by and Rom Warner Bms. Records, Inc. to
Kay B. Housch in favor ofBank ofAmerica, NA., dated as of February 29,2004 (21 Music Square East)
Deed ofTrust, Security Agreement, Assignment ofRents and Leases and Fixture Filing (California) by and fmm Warner Bros. Records, Inc. to
MTC Financial Inc. in favor ofBank ofAmerica, N.A., dated as of February 29, 2004
Trademark Security Agreement, dated as of February 29, 2004, made by the Grantors listed on the signature pages thereto in favor of the Bank of
America, N.A.

Copyright Security Agreement, dated as ofFebruary 29, 2004, made by the Grantors listed on the signature pages thereto in favor of the Bank of
America, N.A.
Stockholders Agreement, dated as ofFebruary 29, 2004, among WMG Parent Corp., WMG Holdings Corp., WMG Acquisition Corp. and Certain
Stockholders of WMG Parent Corp. and WMG Holdings Corp.

Amendment No. 1 to Stockholder's Agreement, dated as of inly 30, 2004, among WMG Parent Corp., WMG Holdings Corp., WMG Acquisition
Corp., each Person executing this Agreement and listed as an Investor on the signature pages hereto, each Person executing this Agreement and
Rsted as a Seller on the signature pages hereto, each Person executing this Agreement and listed as a Manager on the signature pages hereto and
such other Persons, ifany, that imm time to time become party hereto as holders ofOther Holder Shares solely in the capacity ofpermitted
assignees with respect to certain registmtion rights hereunder
'Amended and Restated Stockholders Agreement dated as ofMay 10, 2005 between Warner Music Gmup Corp„WMG Holdings Corp., WMG
Acquisition Corp. and certain stockholders of Warner Music Group Corp.
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10.17(5)
10.18(5)

10.19(5)
10.20(5)

10.21(7)

10.22(5)
10.23(5)

10.24(10)
10.25(5)
10.26(5)
10.27(5)

10.28(5)

10.29(5)

10.30(5)
10.31(9)
10.32(8)

10.33(5)

10.34(5)

10.35(5)

10.36(5)

Seller Administrative Services Agreement, dated as of February 29, 2004, between Time Warner Inc. and WMG Acquisition Corp.

Amendment No. 1 to Seller Administmtive Services Agreement, dated as ofJuly 1, 2004, between Time Warner Inc. and WMG Acquisition Corp.
Purchaser Administrative Services Agreement, dated as ofFebruary 29, 2004, between Time Warner Inc. and %MG Acquisition Corp.
Management Agreement, dated as ofFebruary 29, 2004, among WMG Parent Corp., WMG Holdings Corp., WMG Acquisition Corp., THL
Managers V, LLC„Bain Capital Partners. LLC, Pmvidence Equity Partners IV Inc. and Music Partners Management, LLC
Termination Agreement of the Management Agreement dated as ofMay 10, 2005, between%amer Music Group Corp., WMG Holdings Corp.,
WMG Acquisition Corp., THL Managers V, LLC., Bain Capital Partners, LLC, Providence Equity Partners IV Inc. and Music Partners
Management, LLC
Warrant Agreement (MMT Warrants), February 29, 2004, WMG Parent Corp., WMG Holdings Corp. and Historic TW Inc.
Warrant Agreement {Three-Year Warrants), February 29, 2004, WMG Parent Corp., WMG Holdings Corp. and Historic TW Inc.
Warrant Repurchase Agreement, dated as ofApril 21, 2005, between Warner Music Group Corp. and Historic TW Inc.
Employment Agreement, effective as of March 1, 2004, between WMG Acquisition Corp. and Edgar Bronfman, Jr.
Employment Agreement, dated as ofJanuary 25, 2004, between WMG Acquisition Corp. and Lyor Cohen
Employment Agreement, dated as ofNovember 28, 2002, between Warner Music International Services Ltd. and Paul-Rend Albertini, assumed byWMG Acquisition Corp. on March 1, 2004, as amended by the amendment dated October 21, 2004, and as further amended by the amendment
dated December 17, 2004

Employment Agreement, dated as ofMarch 22, 1999, between %amer Music Inc. and Les Bider, as amended, assumed by WMG Acquisition Corp.on March I, 2004
Employment Agreement, dated as ofDecember 15, 1998, between Warner Music Inc. and David H. Johnson, as amended, assumed by WMG
Acquisition Corp. on March I, 2004
Employment Agreement, dated as of December 21, 2004, between %amer Music Inc. and Michael D. Heisher
Employment Agreement, dated as ofMarch 17, 2005, behveen %amer/Chappeil Music, Inc, and Richard Blackstone
Separation Agreement and Release, dated as ofMarch 31, 2005, between %amer Music Inc. (formerly known as Warner Music Group Inc.) audLes Bider
Restricted Stock Award Agreement, dated as ofMarch 1, 2004, between Warner Music Gmup Corp. (formerly known as WMG Parent Corp.) andEdgar Bronfma, Jr.
Restricted Stock Award Agreement, dated as ofMarch I, 2004, between Warner Music Group Corp. (formerly known as WMG Parent Corp.) andLyor Cohen
Restricted Stock Award Agreement, dated as ofJanuary 28, 2005, between Warner Music Gmup Corp. (formerly known as WMG Patent Corp.)and David H. Johnson
Restricted Stock Award Agreement, dated as of December 31, 2004, between Warner Music Gmup Corp. (formerly known as WMG Parent Corp.)and Mchael D. Fleisher
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10.47(6)

10.38(9)
10.39(5)

10AO(6)

10.41{5)

10.42(5)
10.43(6)
10A4(5)
10.45(5)
10.46(5)
10.47(5)

10A8*(5)

10.49*(5)

10.50*{5)

10.51*(5)

12.1*+

Q 14**

21.le+
23.1**
31.1**
31.2+*

32.1e*e

Restricted Stock Award Agreement, dated as of October 1, 2004, between Warner Music Gmup Corp. {formerly known as WMG Parent Corp.) and
Paul-Rend Albertini
Restricted Stock Award Agreement, dated as ofMarch 17, 2005, between Warner Music Gmup Corp. and Richard Blackstone
Stock Option Agreement, dated as ofOctober 1, 2004, between Warner Music Group Corp. (formerly known as WMG Parent Corp.) and Paul-Rend
Albertini

Deed ofVariation to Restricted Stock Award Agreement of Paul-Rend Albertini, dated as ofMay 6, 2005, between Warner Music Gmup Corp. and
Paul-Rend Albertini
Stock Option Agreement, dated as of September 30, 2004, between Warner Music Gmup Corp. (formerly known as WMG Parent Corp.) and Les
Bider
Form ofWMG Parent Corp. LTIP Stock Option Agreement
Form ofWarner Music Gmup Corp. 2005 Omnibus Award Plan
OIEce Lease, June 27, 2002, by and between Media Center Development, LLC and Warner Music Gmup Inc., as amended
Lease, dated as of February 1, 1996, between 1290 Associates, LLC. and Warner Communications Inc.
Consent to Assignment of Sublease, dated as ofOctober 5, 2001, between 1290 Partners, I P. and Warner Music Group
Lease, dated as of February 29, 2004, between Historical TW Inc. and Warner Music Group Inc. regarding 75 Rockefeller Plaza
U.S. Pick, Pack and Shipping Services Agreement, dated as of October 24, 2003, between Warner-Elektra-Atlantic Corporation and Cinram
Distribution LLC
U.S. Manufacturing and Packaging Agreement, dated as ofOctober 24, 2003, between Warner-Elektra-Atlantic Corporation and Cinram
Manufacturing Inc,
International Pick, Pack and Shipping Services Agreement, dated as of October 24, 2003, between WEA International Inc. and Warner Music
Manufactunng Europe GmbH Company
International Manufacturing and Packaging Agreement, dated as ofOctober 24, 2003, between WEA International Inc. and Warner Music
Manufacturing Eumpe GmbH Company
Computation of Ratio of Earnings to Fixed Charges
Code ofEthics
List of Subsidiaries
Consent ofErnst 8e Young LLP
Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act, as amended
Certification of the ChiefFinancial Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act, as amended
Certification of the ChiefExecutive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of2002
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32.2*++

(c)

Certification of the ChiefFinancial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002
Financial Statement Schedules
Schedule 6—Valuation and Qualifying Accounts

Exhibit omits certain information that has been filed separately with the Securities and Exchange Commission pursuant to a confidential treatment rexluest
pursuant to Rule 406 promulgated under the Securities Act of 1933, as amended.
Filed herewith
Pursuant to SEC Release No. 33-8212, this certification will be treated as "accompanying" this Annual Report on Form 10-K and not "filed" as part of such
report for purposes of Section 18 of the Securities Exchange Act, as amended, or otherwise subject to the liability of Section 18 of the Securities Exchange Act,
as amended, and this certification will not be deemed to be incoipomted by refererice into any filing under the Securities Act of 1933, as amended, or the
Securities Exchange Act, as amended, except to the extent that the registrant specifically incorporates it by reference.

(1) Incorporated by reference to WMG Acquisition Corp.'s Amendment No. 1 to the Registration Statement on Form SR (File No. 333-121322).
(2) Incorporated by reference to Warner Music Group Corp.'s Quarterly Report on Form 10-Q for the period ended March 31, 2005 (File No. 001-32502).

(3) Incorpomted by reference to WMG Acquisition Corp.'s Registration Statement on Form S-4 (File No. 333-121322).
(4) Incorporated by reference to Warner Music Group Corp.'s Ainendment No, 2 to the Registration Statement on Form S-l (File No. 333-123249).
(5) Incorporated by reference to WMG Acquisition Corp.*s Amendment No. 2 to the Registration Statement on Form S4 (File No. 333-121322).
(6) Incorporated by reference to Warner Music Group Corp.'s Amendment No. 4 to the Registration Statement on Form S-1 (File No. 333-123249).
(7) Incorporated by reference to Warner Music Group Corp.'s Current Report on Form 8-K filed May 19, 2005 (File No. 001-32502).
(8) Incorporated by reference to WMG Acquisition Corp.'s Current Report on form 8-K filed April 1, 2005 (File No. 333-121322).
(9) Incorpomted by reference to WMG Acquisition Corp.'s Current Report on form 8-K filed April 11, 2005 (File No. 333-121322).
(10) Incorporated by reference to Warner Music Group Corp.'s Amendment No. 3 to the Registration Statement on Form S-l (File No. 333-123249).
(11) Incorporated by reference to WMG Acquisition Corp.'s Amendment No. 3 to the Registration Statement on Form S-4 (File No. 333-121322).
{12) Incorporated by reference to Warner Music Gmup Corp.'s Registration Statement on Form S-4 (File No. 333-126786-01).
{13) Incorporated by reference to Warner Music Group Corp.'s Current Report on Form 8-K filed October 3,2005 (File No. 001-32502).
(14) Incorpomted by reference to Warner Music Group Corp.'s Current Report on Form 8-K filed October 27,2005 (File No. 001-32502)
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SIGNATURE

Pursuant to the requirements of the Secudties Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorised, on December 1, 2005.

WARNaa Music GRoup Coar.
By: /s/ EDGAR BRONFMAN, JR.

Name:
Title:

By:

Edgar Bronfmsn, Jr.
ChiefExecutive Olgcer and Chairmm of the

Board of Directors (Principal Executive Of icer)

/s/ MtcttAa, D. Ftssuua

Nsmei
Tlgei

Michael D. Fldeher
ChiefFlnandel OtBcer (Prisdpal Financial
Offiicer and Prindpal Accounilug Oificer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons in the capacities indicated on
December I, 2005.

Signature Title

Is/ EooAR BRONFMAN, JR.

/s/ MtcttAsr.D. FtmsttHt

Michael D. Hdsker

/s/ LEN BLAVATNIK

Chief Executive Officer and Chairman
of the Board of Directors
(Principal Executive OfEicer)

ChiefFinancial Officer
(Mncipal Financial Of6cer and
Principal Accounting Officer)

Director

/s/ Sttatjv W. BONMR

Shelby W. Boiude

Director

/s/ CNARtns A. Bsmus Director

Charles A. BnYiue

/s/ JGNN P. CGNNAUGHTDN

John P. Connaughton

/s/ Scorr L JARORRL

Dhector

Director

Scott L Jseckd

/s/ Sunt W. LAwav

Seth W. Laury
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Signature

/S/ THOMAS H. Lee Director

'Ihomas K Lee

/S/ IAN ~RING Director

/S/ JONATHAN M. NELSON

Jonathan hL Nelson

/S/ 1VhutK NuNNELLV

Director

Director

Marts Nunnegy

Is/ ScolT M. SPERUNG Director

Scott M. Sperting
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Exhibit 4.6

WMG ACQUISITION CORP.
Issuer

PERFECT GAME RECORDING COMPANY LLC

WELLS FARGO BANK, NATIONAL ASSOCIATION,

Trustee

FIFTH SUPPLEMENTAL INDENTURE

Dated as of November 29, 2005

TO

INDENTURE

Dated as ofApril 8, 2004

as amended

U.S. Dollar-denominated 7'/s% Senior Subordinated Notes due 2014

Sterling-denominated 8'/sVo Senior Subordinated Notes due 2014



This FlFTH SUPPLEMENTAL INDENTURE is dated as of this 29th day November, 2005 (the "Fifth Supplemental Indenture"), among WMG ACQUISITION~ CORP., a Delaware corpomtion (the 'Company"), PERFECT GAME RECORDING COMPANY LLC (the "Subsidiary Guarantor") and WELLS FARGO BANK,
NATIONAL ASSOCIATION, as indenture trustee (the "Trustee").

WHEREAS, the Company, the guamntois parties thereto and the Trustee entered into an Indenture dated as ofApril 8, 2004, as amended by the First
Supplemental Indenture dated as of November 16, 2004 among the Company, the Trustee, WEA Urban LLC and WEA Rock LLC (since renamed Asylum Records
LLC and East West Records LLC, respectively), as further amended by the Second Supplemental Indenture, dated as ofMay 17, 2005, among the Company, the
Trustee, NonZero, LLC (since renamed Cordless Recordings LLC) and The Biz, LLC, as further amended by the Third Supplemental Indenture, dated as ofSeptember
28, 2005, among the Company, the Trustee, and Lava Records LLC, as further amended by the Fourth Supplemental Indenture, dated as of October 26, 2005, among
the Company, the Trustee, and BB Investments LLC (collectively, the "Indentuie"), for the benefit of each other and for the equal and ratable benefit of the Holders of
the U S. Dollar denominated 7'/8 9u Senior Subordinated Notes due 2014 and the SterlingMenominated 8' s % Senior Subordinated Notes due 2014 (the 'Notes").
Capitalized terms used herein without definition have the meanings ascribed to such terms in the Indenture.

WHEREAS, Section 4.16 of the Indenture requires the Company to cause certain Restricted Subsidiaries to execute and deliver a supplementaI indenture to the
Indenture pmviding for issuance by such Restricted Subsidiary of a Subsidiary Guamntee ofpayment of the Notes.

WHEIIEAS, the foregoing amendment is permitted under Section 9.01(6) of the Indenture.

WHEREAS, the Company and the Subsidiary Guarantor desiies and has requested the Trustee to join with it in the execution and delivery of this Fifth
Supplemental Indenture,

NOW, THEREFORF„ in consideration of the addition of the Subsidiary Guarantor named below as Subsidiaiy Guarantor hereunder, the Company and the
Subsidiary Guarantor named below covenant and agree with the Trustee as follows:

1. Perfect Game Recording Company LLC shaH become a Subsidiary Guarantor as of the date of this Fifth Supplemental Indenture by execution and delivery of
0 ttus Fifth Supplemental Indenture

2. The Indentme, as supplemented and amended by this Fifth Supplemental Indenture, is in all respects ratified and confirmed, and the Indenture and this Fifth
Supplemental Indenture shall be read, taken and constmed as one and the same instrument.

3. If any provision hereof limits, qualifies or confiicts with another provision hereof which is required to be included in this Fifth Supplemental Indenture by anyof the provisions of the Trust Indenture Act, such required provision shall control.

4. All covenants and agreements in this Fifth Supplemental Indenture by the Company and the Subsidiary Guarantor shall bind their respective successors and
assigns, whether so expressed or not.

5. In case any provision in this Fifth Supplemental Indenture shall be invalid, illegal or unenforceable, the validity, legality and enforceability of the remainingprovisions shall not in any way be affected or impaired thereby.

6. Nothing in this Fifth Supplemental Indenture, expressed or implied, shall give to any Person, other than the parties hereto and their successors hereunder, andthe Holders any benefit or any legal or equitable right, remedy or claim under this Fifth Supplemental Indenture.

0 7. THIS FIFTH SUPPLEMENTAL INDENTURE AND THE SECURITIES SHALL BE GOVERNED BY, AND CONSTRUED IN ACCORDANCE WITH,THE LAWS OF THE STATE OF NEW YORK



8. All terms used in this Fifth Supplemental Indenture not otherwise defined herein that are defined in the Indenture shall have the meanings set forth therein.

9. This Fifth Supplemental Indenture may be executed in any number of counterparts, each ofwhich shall be an original; but such counterparts shall together
constitute but one and the same instrument.

10. The recitals contained herein shall be taken as statements of the Issuer and the Subsidiary Guarantor, and the Trustee assumes no responsibility for their
conectness. The Trustee makes no iepresentations as to the validity or sufficiency of the Indenture, this Fifth Supplemental Indenture or of the Notes and shall not be
accountable for the use or application by the Company of the Notes or the proceeds thereof.

fREMAINDER OF PAGE INTENTIONALLY BLANK]



IN WITNESS WHEREOF, the parties have executed this Fifth Supplemental Indenture as of the date first written above.

WMG ACQUISITION CORP.
By; /s/ Paul Robinson

Name: Paul Robinson
Title. SVP & Deputy General Counsel
PERFECT GAME RECORDING COMPANY LLC
By:

/s/ Paul Robinson

Name:
Title;

Paul Robinson
Vice President



WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Indenture Trustee

By:
Is/ Jeffrey Rose

Name:
Title:

Jeffrey Rose
Vice President



Exhibit 12.1

Warner Music Group Corp.

Computabon of Ratio ofEarnings to Fixed Charges
(Unaudited)

Ten
Months
Ended

September 30,
2003

three
Months
Ended

Febr(gory 29e
2004

Seven
Months
Ended

September 30,
2004

Twelve
Months
Ended

September 30,
2003

( d om ( mm) ( ciom ( sinemy:.:cs.. -:
Add:
ttsxs c
income asadjcsiedeefomincomeiaxes 8 . (218) $ (7) $ 25 $ 85S~~~~i ".;.: .'.'

'."- .e'"—'meo—:-":::-:' -'::':::"':i.":::-'::-"--:.—:-,:-':--':,-:::: -:i i--:-:::-'--'::;::::-":,:: =:::i'-:-''::: '::-'::'-':-::::::-':--:::::::::--'::--i'---i-: —::::::::-,'::::'---::::::::,,'::: ':-:-'-"'::—-::--'~

5

0 Det ciency in csmings ov r fixed charges 5 (268) $ (15) $ (208) $ (1 14)

(1) The pteferred stock dividend requirements ofHoldings, a consolidated subsidiary, is included in fixed charges (i.e., the denominator of the ratio calculation) butexcluded from the numerator of the ratio calculation because such amount was not deducted in arriving at Warner Music Group Corp.'s pre-tax income (loss)from continuing operations as defined. IfHoldings did not incur fixed charges, the minority interest in pre-tax income ofHoldings would be subtracted indetermining earnings.

(2) Estimated at I/3 of total rent expense.
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Warner 1lfusia Group Corp.
Code ofConduct

May 2005

I Our Values

The core values ofWarner Music Group Corp. ("WMG") form the basis of our corporate culture and inform every aspect of our business globally.

Creativity and Innovation: We emphasize creativity and the &eedom ofartistic expression, and we are committed to pursuing the most innovative and inventive
ways to connect more people with the music they love.

Entrepreneurial Leadership: Our entiepreneurial spirit drives our success and gmwth, We are committed to taking bold risks, finding new approaches to old
chaHenges, and executing quickly on smart ideas.

Integrity: We adhere to the highest pmfessional and ethical standards in everything we do, whether transacting business, interacting with our artists, colleagues or
suppliers or being a good corpomte citizen.

Competitiveness: We love to win and have a clear understanding ofwhat winning means. We firmly believe in our ability to successfuHy compete and to create
lasting value for our investors, employees, customers and artists.

Collaboration: We focus our competitive spirit on the marketplace, not in the workplace. We focus on maintaining a coHaborative work envimnment where peoplelisten to and learn fmm each other, even when they disagree.

Diversity: As a leading global music company, we are committed to diversity in the workplace.

Community: We strive to be a force for positive change in the communities where we Hve and work.

Warner Music Group Compliance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A



2 Leadership Message

Dear Colleague:

Wanter Music Group Corp.
Code ofConduct

May 2005

Warner Music Group Corp. ("WMG") takes pride in being a global leader in the music industry and is dedicated to meeting the highest standards ofcreativity andintegrity in every aspect ofour business.

Our abiTity to deliver lasting value for our investors, employees, customers and artists depends upon our adherence to WMG's core values, which are the foundation ofour business and the driving force behind our corpomte culture, professional conduct and day-to-day business practices. They guide ourbusiness decisions and are themeans by which we build our careers and evaluate and reward every member of the WMG family.

It is the responsibiTity of all WMG employees worldwide to follow these principles and to display the highest standards of professionalism in everything they do in theworkplace. This requires a genuine commitment Irom each and every one of us at every level ofWMG.

Employees faced with business or personal situations that are not covered in the WMG Code of Conduct are expected to exercise good judgment and to act ethicaHy intheir decision-making. They are also expected to follow all laws and regulations that impact our business. Any questions about these values or our Code ofConductcan always be directed to WMG's Compliance Officer.

Only by working together to uphold these values can we maintain a productive work environment and a reputation for quality, leadership, integdty and trust.
Sincerely,

Edgar Bronfman, Ir.
Chairman and Chief Executive Officer

Warner Music Group Compmance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A



3 Our Code of Conduct

WarnerMusic Group Corp.
Code ofConduct

May 2005

This Code of Conduct (the "Code") is intended to pmvide aH WMG employees with a basic understanding of the standards of conduct that apply to our business. Thisdocument is also a guide that can be used in our day-to-day activities, informing us of our responsibiTities, as well as the resources available to assist us in Hving up toWMG's standards.

This Code cannot anticipate every situation that you may encounter. Because some ethical issues may arise that are not explicitly covered within the Code, eachindividual employee has the rcsponsibiTity to exercise good judgment while seeking guidance when appropriate.

site~www.. ).inadditi n,heh ntiy hen Ii nstnef nddmedha tth CA tedtesttat hn standanis yheapph&inth* thpiase.h ychanges, waivexs or exceptions to the Code must be appmved in writing by the WMG Compliance Officer, who may be required to seek approval fmm the Board ofDixectoxs and disclose such waivers publicly.

3.1 Acknowledgemerit

You are required to acknowledge that you have received and xead the Code. WMG may ask you to re-submit this acknowledgment on an annual basis or whenever theCode is significantly updated.

Fre uentl Asked uestions

1) Why does WMG have a Code?

WMG is committed to high standards of ethics and integrity in aH ofourbusinesses. The Code is a guide to help our employees understand WMG's standards ofconduct and our employees'ole in upholding these standards.

2) To whom does the WMG Code apply'

The Code applies to aH dhectors, officers and employees of WMG worldwide, regardless of title or tenure. Th'ese standards apply to you even ifyou do not0 acknowledge the Code, subject to applicable local law. Moreover, we will encourage aH those who conduct business with WMG (e.g., vendors, consultants andbusiness partners) and anyone on the WMG payroH to conduct themselves in a manner consistent with the Code.

Warner Music Gmup CompHance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A
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3) Who oversees the Code?

Adherence to the Code is everyone's rcspousibiTity, and is mourned by the management ofWMG and its operating companies and the WMG board ofdirectors.

Warner Music Group Compliance Hotline
(U.S.)-1-8004i20-5549

international)- See Appendix A



4 Seeking Advice and Reporting Concerns
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Sections six thmugh nine of the Code ("Our People," "Our Company and Shareholders," "Our Marketplace and Industry" and "Public and Community") describe
particular WMG standards. Because not all situations are clearly right" or wrong," you should not hesitate to seek advice when you are unsure about an appmpiiate
course ofaction. This would include, for instance, situations when:

~ Applicable policies seem difficult to interpret under the circumstances

~ The relevant laws or standards are complex

~ You have limited expedence dealing with the subject matter

~ You find yourself in a "gray atua" and need guidance

Ail WMG dhectors, officers and employees should report potential or suspected violations of this Code (Sce Section 4.1 below.) This includes instances where you
suspect the following parties are- or are about to be- engaged in misconduct:

~ Executives, managers or employees

~ Members of the Board ofDirectors

~ Vendors

~ Consultants

~ Business partners

4.1 Where to Seek Help

Depending upon the type ofassistance you seek, there are several avenues for you to choose from:

~ Your Manager, Human Resources Representative or Business Unit Head. Your manager is usually a good place to start, because he or she is likely to befamiliar with the issue at hand. Additionally, because many of your questions may be answered by your Human Resources representative, typically thisindividual, or a business unit head acting in this capacity, should be your second point ofcontact.

Warner Music Gmup Compliance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A
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~ WMG Compliance Ogicer. If you aie uncomfortable discussing the issue with your manager or Human Resources representative, or if they are unable to
pmvide you with the answers you seek, you may contact the WMG CompHance Officer.

WMG Compliance Officer
Warner Music Group
75 Rockefeller Plaza
New York, NY 10019
(212) 275-4780
Facsimile: (212) 405-5297
E-maH: conduct@wm .corn

~ Compliance Hotline. WMG has established the Compliance Hotline, a confidential toH-free hotline (in the United States -1-800-620-5549, International-
see Appendix A for numbers) that you can use to seek guidance or report potential violations of the Code. The Compliance Hotline is available to aH
WMG employees 24 hours a day, 7 days a week and 365 days a year. When you call the Compliance Hotline:

~ You may mise your concern anonymously if you wish, and we will honor your request to the extent aHowable by law.

~ We will investigate your concern in a timely manner and ensure that you receive an appropriate response.

~ We wiH keep your concern confidential to the extent allowable by law, and ensure that you are not retaliated against for raising a legitimate, good
faith concern.

Fre uentl Asked uestions

I) Of the individuals who are available to help vrith a concern, which one should I call first'?

Ifyou have a question or concern, you should first try to resolve the issue by speaking with your manager, a Human Resources representative or your business unithead. Typically, if these individuals are unable to assist you, they will be able to direct you to otherWMG resources who can. Ofcourse, ifyou am uncomfortableraising a concern with your manager or Human Resources representative, or if doing so would be impractical under the circumstances, you can always call the
Compliance Hotline or the WMG Compliance Officer.

2) When should I report a violation of the Code?

Any time you believe that a violation of the Code may have occurred or is about to occur, you should inform your manager, Human Resources representative orbusiness unithead. Youcanalso cafithe ComplianceHotline or the WMG ComplianceOfficer.

Warner Music Group CompHance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A



3) What if I want to report u violation ofWMG standards anonymously?
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You may report a violation of WMG standards anonymously through Compliance Hotline. Please note that unless you provide sufficient information and detail about
your concern, WMG may be limited in its ability to respond. However, it is up to you whether you wish to remain anonymous. Regardless of whether you choose to
identify yourself or remain anonymous, WMG will pmvide an opportunity for you to be generafiy informed regarding the general status or resolution ofyour issue, as

'ppmpriate or permitted by law.

4) What happens when I call the Compliance Hotline?

The fofiowing occurs when a call is placed to the Compliance Hotline:

~ The call will be fielded by a trained professional from an outside firm skiHed in identifying key issues associated with the matter you identify.

The pmfessional will ensure that the issue you raise gets an appmpriate and timely response.

~ You will be pmvided with a case number that allows you to call the Compliance Hotline after a specified period of time to get an updated status of
the issue.

Please note that the Compliance Hotline has opemtors capable of speaking a variety of languages. For more information as to the appmpriate number to dial, please
see Appendix A.

5) What happens after I report a violation of the Code?

Your report will be pmmptly investigated under the direction of the WMG Compliance Dfficer, If your allegation is substantiated, corrective action wiH be taken.
Allegations ofa serious nature, including those misted to fraudulent financial reporting or misappropriation of assets, wiH be disclosed pmmptly to the Board ofDirectors or the appmpriate committee of the Board.

Warner Music Gmup Compliance Hotline
(U.S.) — I-800-620-5549

(International) — See Appendix A
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5 Our Responsibilities

5.1 Your Responsibilities

As a WMG employee, you are responsible for.

~ Becoming familiar with, and upholding the standards contained in the Code, as well as other legal, professional, and ethical standards that apply to your job

~ Seeking help or advice when you are unsure of the pmper course of action

~ Raising concerns or potential violations of the law or of the Code standards to WMG management or the appropriate committee of the Board ofDirectors

Fre uentl Asked uestions

What do I need to do to keep np to date on the standards, laws and regulations that apply to me as a WMG employee?

You should begin by reading this document. Subsequently, you should attend any required training that has been assigned to you. Finally, you should pay particularattention to company bulletins as these may contain important information about new policies and recent developments in our business.0 52 Management Responsibilities

AH employees with management or supervisory roles have additional responsibilities that include:

Ensuring that WMG resources are available to help our employees seek advice or report misconduct

Establishing clear goals that are achievable without violating WMG's standards ofconduct

Setting a positive example by conducting our business with honesty and integrity

Enforcing WMG standards consistently and fairly

Remaining accountable for their personal conduct and of those they supervise

Warner Music Group CompHance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A
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What should I do if I believe that my managers or colleagues are not living up to WMG's standards2

You should call the Compliance Hotline or contact the WMG Compliance Officer to discuss the specific nature ofyour concern. WMG is committed to addressing aHissues that arise or are reported by WMG employees.

58 Enforcement

The standards addressed in the Code and its related poHcies are very serious matters. Individuals found to be in violation ofWMG's standards may be subject todiscipHnary action, up to and including teimination.

Violating or compromising these standards may result in substantial legal fines, sanctions, or harm to your or WMG's reputation. In addition, certain violations mayexpose you to personal liabigity, which could result in criminal prosecution.

We never want to see any ofour employees placed in this position, and WMG has established resources to help assist you in achieving compliance with the Code at aHtimes.

Warner Music Group Compliance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A



6 Our People

WMG is committed to creating a safe and secure work envimnment that is fice of discrimination and harassment. 6.1 Equal Employment Opportunity
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WMG is an equal opportunity employer. All of our employment decisions (e.g., recruiting, hiring, training, pmmoting, compensating and terminating) will be made in
accordance with applicable laws and regulation. Moreover, we will apply our employment decisions without regard to race, religion, national origin, color, sex, age,
marital status, sexual orientation, disability, veteran status or any other category protected by the laws of the applicable country or local government.

62 Harassment-Free Work Environment

WMG is committed to creating and maintaining a work envimnment that is governed by mutual respect and tolerance. We will not tolerate behavior that can be
construed as harassment, whether it is directed at a WMG employee or a thiird party. We also extend this pmhibition to our agents, suppliers, vendors, consultants,
contractors and other business partners. If you are aware of an incident ofharassment, it is your responsibility to report it.

By way of example, forms of harassment may include, but are not limited to, physical, verbal, and nonverbal behavior that disrupts an employee's work performanceor in any way contributes to an intimidating, hostile or ofFensive work environment.

Fre uentl Asked nestions

1) One possible type of harassment is sexual harassment. What are some examples of sexual harassment?

Some examples of behavior that may constitute sexual harassment include, but are not limited to:

~ Unwelcome sexual advances

~ Requests for sexual favors as a condition of employment or promotion

~ Jokes, activities or conduct creating an offensive work envimnment

~ Displaying or sending communications that contain sexual, demgatory or obscene content

At times, some people may find WMG's pmducts orpotential products to be objectionable. Please note that sending and receiving pmduct-related communications inthe ordinary course of business is permissible. Warner Music Gmup Compliance Hotline
(U.S.) — 1.800420 5549

(International) — See Appendix A 10
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2) Are both men and women protected from sexual harassment?

Yes. WMG will seek to protect both women and men from sexual harassment, whether carried out by a person of the same or opposite sex.

3) What should I do if I witness what I think is harassment?

Ifyou witness harassment or are the subject of harassment, you are encouraged to let the person who canied out the harassment know that his or her behavior is
unwelcome and that it be stopped immediately. If for any reason you are uncomfortable with doing this, or, if after speaking with the individual the offensive behavior
does not stop, you should report the incident (See Section 4.1 above.) Remember, you are protected fmm retaliation if you report a concern in good faith.

6B Health and Safety

WMG is committed to pmviding our employees with a safe working envimnment. As such, we ask you to comply with all applicable health and safety rules, tahng
appmpriate measures to ensure your physical safety and that ofyour coHeagues. Please also make yourself familiar with any injury and illness prevention pmgramsthat WMG may have in effect.

6A Drug-Free Work Environment

WMG does not permit substance abuse on company premises, or while representing WMG in a business capacity. If you feel you'r a colleague may need help with asubstance abuse preble, we encourage you to contact the appmpriate Human Resources representative. Jn addition, many WMG companies in the U.S. have an

9 employee assistance pmgram available.

6S Employee Privacy

WMG will treat as confidential om employees'ersonal information (e.g., information relating to compensation, health status and employment records.) Ouremployees should not disclose private information ofothers that is gained as a result of their position with WMG unless such disclosure is lawful and properlyauthorized.

Warner Music Group Compliance Hotline
(U.S.) -1-800-620-5549

(International) — See Appendix A



Warner Music Group Corp.
Code ofConduct

May 2005

7 Our Company and Shareholders

WMG is committed to accumtely recording our financial results, protecting our company assets and ensuring the security of our information systems.

7.1 Accurate Financial Reporting

Those who have financial reporting responsibiHties must ensure financial reporting information is fuH, fair, accurate, timely and understandable. Honest and ethical
conduct, including the ethical handling of actual or apparent confHcts of interest between personal and professional interests are required at aH times. Please refer tothe WMG Whistleblower Procedures if you have a concern about accurate financial reporting.

72 Securities Trading

Securities laws prohibit the buying or selling of securities while in the possession of material, non-public information, and this is commonly known as "insidertmding." Material information is further defined as any non-pubHc information that a reasonable investor would consider important in mahng a decision to purchaseor sell securities. WMG employees must never act upon, or disclose to other parties, material non-public information. Please refer to the WMG Secmities TradingPohcy for more information.

pre uentl Asked uestions

1) Does the securities trading policy apply to me?

If you work for any WMG operating company, our securities tmding policy applies to you, Please contact your manager or Human Resources representative, or theCompliance Hotline ifyou have any questions about this policy.

2) What are some examples of "material information" as they pertain to the securities trading poHcyV

Examples of information that would be regarded as "'material" include, but are not limited to:

Projections of future earnings or losses

News ofa proposed or pendiug merger, acquisition or tender offer

Changes in dividend policies or the declaration ofa stock spHt or the offedng of additional securities

Changes in management

Significant new deals or other new developments impacting the business

Impending bankruptcy or financial liquidity problems

Warner Music Group Compliance Hotline
(U.S.) -1-800-620-5549
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~ Internal financial information

~ The gain or loss of a major contract or major artist relationship

~ Major litigation

~ Significant actions by regulatory bodies
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3) What if I learn ofmaterial non-public information of other companies we work withy

The same prohibition against insider trading applies to material non-public information obtained relating to other companies.

4) Can I pass along material non-public information to a family member or friend?

No. You am not permitted to give this information to others, and, under certain local law, you can be held liable for insider trading should this information be used totrade stock or other equities.

73 Proprietary and Confidential Information

You should be on guard to pmtect WMG's confidential information. Such information may include artist agreements, pricing structures and competitive strategy.Confidential information should only be shared internally on a need-to-kuow basis. You should not seek to personafiy benefit fro, or divulge to a competitor oroutside party any of our confidential information.

Be especially vigilant about any inquiries by members of the financial press, investment analysts or others in the financial community. You should refer all suchinquiries to your local Corporate Communications gmup. Please refer to the WMG Regulation FD: PoHcy Regarding Communications with Analysts, SecurityHolders and Others for more information about these inquiYies.

Please also remember that we must pmtect the confidential information of our vendors, consultants, and business partners. Such information is never to be disclosedexcept with the approval of WMG's legal Department. Respecting the privacy ofmusic consumers is a paramount concern. This includes suspect for and strictobservance of the privacy poHcy relating to our Internet sites.

7A Safeguarding of Company Assets

WMG's most important assets are its artists, copyrights and employees. We expect each employee to treat each with pmper respect and care, Copyrights are the coreofour business and it is crucial that we ensure their pmper pmtection and preservation. In particular, pre-release materials must be safeguarded and distributed onl toproperly authorized individuals. egu an stn u o yto

Warner Music Group Compliance Hotline
(U.S.) — 1-800-620-5549
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AdditionaHy, we have physical assets including computer and office equipment which must be used responsibly and pmtected against misuse, damage or theft. Of
special concern are our electronic information facilities, including computer and telecommunications networks. These assets are critical to our daily operations, and we
expect each employee to remain vigilant against their misuse. You should pmtect the security of our communications and computer systems fmm computer viruses
and hackers by exercising caution when downloadiing files, and by safeguarding your network password.

78 Electronic Commumcations

Employees must ensure that e-mail and the Internet are used responsibly. Reasonable personal use of WMG's electronic communication system is permitted but
WMG reserves the right to monitor how its computers are being used and to review information contained in these systems, including aH e-mail sent and received on
the WMG system.

P mail and the Internet may never be used for illegal or unethical purposes or for any activity which may compmmise or harm our company. The use of unauthorized
peer-to-peer networks is one example of such activity. Obscene and discriminatory material may never be transmitted, retrieved or stored. Please also note that aH files
downioaded from the Internet are subject to the limitation of copyright laws and WMG policy.

Fre uentl Asked uestions

Can I send personal e-mail when I am in the office?

Yes. We realize that work and personal lives sometimes overlap. Nevertheless, always use your discretion about when it is appropriate to send personal e-mails.
Whenever possible, use an e-mail account that is not attached to the WMG name. Also, note that e-mails sent and received Irom WMG computers may be monitoreiL

Naturally, our electmnic faciTities must not be used for illegal activity, but please also be mindful that you should not use our systems and networks to solicit for yournon-company business activity, or for religious, charitable or political causes.

7.6 Copyright Infringement

The iffegal copying and distribution of recorded music (i.e., "piracy") is a serious issue within the music community and threatens our work at WMG. Therefore,downloading copyrighted music andior burning CDs from unauthorized peer-to-peer networks are pmhibited. If you have any questions about this or other copyrightpolicies, contact your manager or the WMG Legal Department.

Warner Music Group Compliance Hotline
(U.S.) — 1-800-620-5549
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There may be legal requirements which may make necessary the retention of company records and documents. This applies to e-mail messages, electronic and
recorded data, as well as hard copies of our business documents,

In addition to any applicable statutory record retention requirements, the existence ofpending litigation, investigations or subpoenas may require that our records be
retained longer than usual. Accordingly, WMG's Legal Department will provide guidance on issues as they arise and will instruct that certain categories of documents
not be discarded until any pending matters are resolved.

Warner Music Gmup Compliance Hotline
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8 Our Marketplace and Industry
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WMG is committed to treating aH parties with which it does business in a fair and equitable manner. In addition, we will comply with afl laws, rules and regulations
applicable to our maiketplace.

S.l Conflicts of Interest

In the course of our business, conflicts of interest can arise in a variety of circumstances. These may include many situations where you, a member ofyour household
or a family member's personal interests may conflict with that of WMG. In afl cases, it is your responsibiHty to avoid conflicts of interest, or even the appearance of a
conflict of interest. Please note that you may be required to complete an annual conflict of interest questionnaue designed to help identify and therefore mitigate
potential conflicts of interest.

In the event that you, a member ofyour household or a family member experience an actual or even potential conflict of interest, it is your responsibility to report this
situation directly to the WMG CompHance Officer who will help you address this situation. Potential conflicts of interest include, but are not limited to:

Investing significantly in WMG competitors, vendors, consultants or other business partners

Working for other companies, cspeciafly our competitors, vendors, consultants or business partners, while employed at WMG

Doing business on behalf ofWMG with a competitor, vendor, consultant or business partner ifyou or a family member has a personal or financial interestor stake in the other company

Working with a member of your household or a family member, where the member of your household or family member is in a direct reporting relationship

Fre uentl Asked uesflons

I) What are specfl?c examples of conflicts of interest'

The following scenarios illustrate conflicts ofinterest that might occur at WMG, based on an action of a WMG employee or a member of an employee's immediatefamily or household".

Engaging in the music business outside ofWMG, including makmg contractual armngements with artists

Investing in a competitor such as another music company, where the investment is not exempt (see Question t2 below)

Investing in a vendor such as a suppHer to WMG where the investment is not exempt (see Question 42 below)

Warner Music Group Compliance HotHne
(U.S.) — 1-800-620-5549
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~ Investing in a company ifyou have access to the company's material non-public information (See Section 7.2- Securities Trading) based upon your work
with WMG

~ Working with a member of your household or a family member on the same WMG pmject and reporting to him or her or vice-versa

~ Involvement in a competitive business or partnership by a member ofyour household or a family member

~ Serving as a director of another company without written approval of the WMG Compliance Offlcer or WMG Conflicts Committee

Please note that you should always consult your manager or the WMG Compliance Of6cer when you are faced with a specific circumstance that may pose a conflict
of inteiest,

2) What investments are "exempt" from conflict of interest requirements?

"Exempt investments" will not give rise to a conflict of interest and do not require any type of approva. They include:

~ A portfoHo investment (a gmup of stocks held through someone else such as deferred compensation account or another fund offered through WMG)

~ Investments in mutual funds

~ Publicly-tmded securities (which can be held in any amount, except for those involving competitors, vendors, consultants or business partners, which is
limited to investments ofnot more than 2% of the issued and outstanding stock of the corpomtion. Amounts under that amount are not considered
"significant.")

82 Gifts and Entertainment

We encourage you to use common sense and good judgment when you entertain or exchange occasional gifts as a way to encourage good business relationships.Please note that any such gifls or entertainment, whether given or received, should be customary and reasonable. Our policy is that WMG employees should not accepta gift or other item greater than USD$100 or EUR100 (or equivalent) at any one time without pre-approval. No employee may accept more than USD$500 or EUR500(or equivalent) in gifts in total for the calendar year without pre-approval. Questions about this policy may be directed to the WMG Compliance Officer, and youshould review any other WMG policy relating to gifts and entertainment for more speciflc guidance.

Warner Music Gmup Compliance Hotline
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1) When can I accept a gift?
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Nominal gifts such as flowers, candy, T-shirts, or the like are acceptable as long as you do not ask for them and as long as they do not influence, or appear to
influence, your abiTity to make fair and objective business decisions. Gifts ofcash, or cash equivalents such as vouchers or gift certificates, are never acceptable. As a
rule of thumb, if accepting a gift will make you feel obligated, do not accept it. When in doubt, always seek to consult your manager or the WMG Compliance Officer.

2) If I am invited to a business dinner, convention, or other gathering, is having my expenses for the function paid by others a prohibiteil gift?

Functions such as business dinners, drinks or other meetings in a social context are not considered gifts if a significant purpose of the meeting is business-related. But
this can be a tricky areL If you are given tickets to a sporting event for your personal use, this should be considered a gift. If you attend such a function with our
business partners, it would not ordinarily be a gift, unless this occurs with a frequency that suggests an invalid business purpose.

89 Sales, Marketing and Promotions

WMG's reputation depends on fair dealing and ethical conduct, and we will not tolerate treating our potential customers, vendors, consultants and other business
partners unfairly. Our business practices must always be above reproach and fully compliant with all applicable laws, including laws regarding so-called "payola"
practices.

SA Fair Competition and Antitrust Laws

The countries we operate in have very complex antitrust laws, which are laws designed to pmtect free trade and competition. You should be aware that ifwe act in
ways that reduce fice marketplace competition, we may be violating these laws, Ofparticular concern ate communications or conversations with competitors. Youshould never make agreements or hold discussions with our competitors on the following issues.'

Pricing

~ Markets and prospective customers

~ Boycotts of other competitors, customers, or suppliers

In addition you should not make any agreements with our vendors, consultants or business partners that tie their purchase ofone pmduct to another, or with respect totheir resale price of our products. If you are working on a potential merger, acquisition, joint ventum or any other

Warner Music Group Compliance Hotline
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situation that causes you concern with regard to antitrust issues, you must consult with WMG's Legal Department, as the nuluirements and regulatory approvals in this
area are complex and may vary fmm country to country.

Pre uentl Asked uestlons

What type of agreements between WMG and its vendo~ consultants, and business partners may violate antitrust and competitionlaws'MG

negotiates many agreements with vendors, consultants and business partners. Two examples of agreements which raise significant concerns inchde:
~ Fixing sale prices (agreeing with retailers or business partners to set a minimum price at which they will sell WMG pmducts or services)

~ "Tying" products (requiYing a customer to purchase a product that it does not want in order to buy the product it does want)

85 Contracts and Procurement

WMG is committed to adhering to all the laws and regulations that apply to the pmcurement of goods or services, and wiH treat all parties with which we do businessfairly. We expect all our employees to conduct themselves in an ethical manner when obtaining new business on behalf ofWMG. All of our proposals and contractingarrangements should be based on price, quality, service, and our ability to meet our own needs, and those of our contracting party.

8.6 Doing Business with Governments

When conducting business with governments, WMG employees should be mindful ofall laws and regulations concerning government bodies and their employees. Weshould be particularly sensitive to the Foreign Corrupt Practices Act ('FCPA"), a U.S. anti-bribery law which pmhibits payments to or Qom foreign governmentofficials in return for business or favorable treatment. The activity of all WMG employees, even those outside of the U.S., can expose us to legal liabiTity based uponthe FCPA. Please consult with WMG's Legal Department if you have any questions about this law or any dealings with domestic or foreign governments and theiremployees.

8.V Doing Business Internationally

There are many different laws and regulations that affect the way we conduct our business around the globe. For example, certain countries restrict imports andexports, or the flow of trade and goods in and out of their borders. Certain countries and the European Union may have laws that affect business dealings withcompanies inside specific countries. Such laws may take the form ofboycotts or sanctions for doing business with specific nations. If you are uncertain as to the lawsrelating to business conducted in a foreign country, or how you should proceed, consult the WMG Compliance Officer or WMG's Legal Department.

Warner Music Gmup Compliance Hotline
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WMG is committed to good corporate citizenship, and we will observe aH relevant laws and regulations while encouraging and expecting our employees to do the
Sallle.

9.1 Media and Public Rehtions

WMG will periodicaHy issue press releases and make public disclosures about our financial situation. To ensure that aH reports and press releases are accurate and
consistent, employees must refer aH inquiries from the media to the Corporate Communications group.

Only the ChiefExecutive Officer, Chief Financial Officer, Head of Investor Relations and Senior Vice President and Associate Diiector of Corporate Communications
are authorized to respond to requests for financial and other company reports. Any contact with bankers, securities analysts or other securities markets professionals,
such as bmkers, investment advisors and mutual fund managers, or to our security holders must be forwarded to Corporate Communications and communications with
these people should be made only by specificaHy designated people with prior appmvaL

Pre uentl Asked uestions

What ifI am contacted by a member of the media concerning a particular artist or even about WMG itself?

You must refer aH media inquiries to your local Corporate Communications gmup or your business unit head.

0 92 Political and Public Activity

It is important that you make a clear distinction between those situations where you are acting in your private capacity and acting, or appearing to act, on behalfof
WMG. For example, you may make a political conttibution as a private citizen, but you may not use the WMG name when you aie doing so. Moreover, you should
not pressure or direct your coHeagues to join you in your political or other pubHc activities.

WMG resources or services should not be used to support your political activities, and any contributions fmm our company to any candidate for public office mayonly be made thmugh our Political Action Committee (PAC) in the U.S. or only with the appmval of WMG's Legal Department.

Warner Music Gmup Compliance Hotline
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Fre uentl Asked uestions

Can I make my own contributions to a political candidate or organization? Can I volunteer to work on a political campaign?
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You are free to contribute your money, time or other resources to a political candidate, organization or campaign without the approval of the WMG Legal Departmentas Iong as you use your own (and not WMG's) resources and do so on your own time

99 Responding to Regulatory Investigations

WMG will respond to government inquiries in a timely, complete and coordinated manner. Employees who are contacted by government representatives or other thirdparties inquiring about company matters, must immediately notify WMG's Legal Department. You should not attempt to respond to such queries on your own eitherverbally or in writing, but mther refer such requests to the WMG Legal Department. This is especially critical if the requests pertain to a summons, subpoena, or otherdocument requYiing a court appearance or response. Please also report to WMG's Legal Department any inquiries or requests from outside attorneys, even if litigationis not pending or threatened.

9.4 Environmental Responsibility

Because violations of envimnmental laws or regulations may have serious consequences for WMG and the individuals involved, our employees must abide by all suchlaws and regulations. We must not falsify information on any environmental form, monitoring report, or in response to inquiries fmm a government agency.

Warner Music Gmup Compliance HotHne
(U.S.) — I-800-620-5549

(International) — See Appendix A 21
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10 Available Resources

'Ihere are several xesources available that can pmvide you with additional informaflon on the matters addressed in the Code. Some of these are listed below. 10.1 Contacts

WMG Compliance Ofhcer
(conduct@wmr.cont)

WMG Corporate Communications
WMG Conflicts Committee
WMG Legal Department
WMI Legal Department
WMG Human Resomccs
WMIHuman Resources
WMG Investor Relations
Bmployee Assistance Pmgram (U.S.)

102 Reference Materials Online

(212) 2754780

(212) 275-2244
(212) 2754780
(212) 275-2030
+$4 207368 2830
(212) 275-1990
+44 207368 2805
(212) 275-4790
(800) 833-8707

0 Materials such as this Code and other policies referenced In this Code am available to employees at thttoJibside.wma.corn). If you are unable to view these atcrials
on BSide, please contact your manager, Human Resources repmsentative orbusiness unit head.

Warner Music Group Complhnce Hotline
(U.S.)- I-$0420-5549

(International)- See Appendix A



11 Acknowledgement Form

I hereby acknowledge that I have read and received this Code of Conduct (Version 1.0, May 2005.)

Warner Musie Group Corp.
Code of Conduct

May 2005

Signed

Name (Print)

Title

Employee ID tt, if applicable

Company Name

Date

Warner Music Group Compliance Hotline
(U.S.) — 1-800-620-5549

(International) — See Appendix A 23



A Compliance Hotline Numbers

Warner Music Group Corp.
Code ofConduct

May 2005

United States: 1-800-620-5549

Outside of the United States: Toll-free numbers are being established. Until such numbers are established, please call 678-250-7548- feel free to call collect.

A-1



WARNER MUSIC GROUP CORP.

SUBSIDIARIES OF THE REGISTRANT

Exhibit 2L1

State or Jnrishetion oflneorporation or Organlrntton

A.P. Schmidt Company
Atlantic Recording Corporation
Atlantic/143 LLC.
Atlantic/MR II INC.
Atlantic/MR Ventures Inc.
Asylum Records LLC
BB Investments LLC
Bema Music, Inc.
Big Beat Records Inc.
Big Tree Recording Corporation
Bute Sound LLC
Cafe Americana Inc.
Chappell 82 Intersong Music Gmup (Australia) Limited
Chappell And Intersong Music Group (Germany) Inc.
Chappell Music Company, Inc.
Cordless Recordings LLC
Cota Music, Inc.
Cotillion Music, Inc.
CRK Music Inc.
E/A Music, Inc.
East West Records LLC.
Eleksylum Music, Inc.
Elektra Entertainment Group Inc.
Elektra Group Ventures Inc.
Elektra/Chameleon Ventures Inc.
FHK, INC.
Fiddleback,Music Publishing Company, Inc
Foster Frees Music, Inc.
Foz Man Music LLC
Inside Job, Inc.
Intersong U.SA., INC.
Jadar Music Corp.
Lava Records LLC
Lava Trademark Holding Company LLC
LEM America, INC.
London-Sire Records Inc.
McGufftn Music Inc.
Mixed Bag Music, Ine.
NC Hungary Holdings Inc.
New Chappell Inc.
Nonesuch Records Inc.
NVC International Inc.
Octa Music, Inc.
Penalty Records LLC.
PepamarMusic Corp.
Perfect Game Recording Company LLC
Revelation Music Publishing Corporation
Rhino Entertainment Company

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
California

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
New York
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Tenrlessee
Delaware
California
Delaware
New York
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
New York
Delaware
Delaware
Delaware
Delaware
New York
New York
New York
Delaware
New York
Delaware



Rick's Music Inc.
Rightsong Music Inc.
Rodra Music, Inc.
Sea Chime Music, Inc.
SR/MDM Venture Inc.
Summy-Birchard, Inc.
Super Hype Publishing, Inc.
T-Boy Music LLC.
T-Girl Music LLC.
The Biz LLC
'Ihe Rhythm Method Inc.
Tommy Boy Music, Inc.
Tommy Valando PubHshing Gmup, Inc.
Tri-ChappeH Music Inc.
TW Music Holdings Inc.
UnichappeH Music Inc.
W.B.M. Music Corp,
Walden Music, Inc.
Warner Alliance Music Inc.
Warner Brethren Inc.
Warner Bms. Music International Inc.
Warner Bms. Records Inc.
Warner Custom Music Corp.
Warner Domain Music Inc.
Warner Music Bluesky Holding Inc.
Warner Music Discovery Jnc.
Warner Music Distribution Inc.
Warner Music Inc.
Warner Music Latina Inc.
Warner Music SP Inc.
Warner Sojourner Music hc.
WamerSongs Inc.
Warner Special Products Inc.
Warner Strategic Marketing Inc.
Warner-Elektta-Atlantic Corporation
Warner-Tamerlane Publishing Corp.
Warner/ChappeH Music (Services), Inc.
Warner/ChappeH Music, Inc.
Warprise Music Inc.
WB Gold Music Corp.
WB Music Corp.
WBM/House ofGold Musie, Inc.
WBPI Holdings LLC
WBR Management Services Inc.
WBR/QRI Venture, Inc.
WBR/Ruffnation Ventures, Inc.
WBR/Sire Ventures Inc.
We Are Musica Inc.
WEA Eumpe Inc.
WEA Inc.
WEA International Inc.

State or Jurisdiction ot Incorporation or Organization

Delaware
Delaware
California
California
Delaware
Wyoming
New York
New York
New York
Delaware
Delaware
New York
Delaware
Delaware
Delaware
Delaware
Delaware
New York
Delaware
Delaware
Delaware
Delaware
CaHfornia
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
New York

California

New Jersey
Delaware
Delaware
Delaware
California
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware



WEA Latina Musica Inc.
WEA Management Services Inc.
Wide Music, Inc.
WMG Acquisition Corp.
WMG Holdings Corp.
WMG Management Services Inc.
WMG Trademark Holding Company LLC

State or Jortsdiction otrwurporation or Organization

Delaware
Delaware
California
Delaware
Delaware
Delaware
Delaware



Consent of Independent Registered Public Accounting Firm

Exhibit 23.1

We consent to the incorporation by reference in the Registmtion Statement (Form S-8 No. 333-127900) pertaining to the Restricted Stock Agreements ofWarner
Music Group Corp. and the Registration Statement (Form S-8 No. 333-127899) pertaining to the Stock Option Agreements, 2005 Omnibus Award Plan and the LTIP
Stock Option Agreements of Warner Music Group Corp. of our reports dated November 15, 2005 and March 10, 2005, with respect to the consolidated and combined
financial statements and schedule of Warner Music Gmup Corp. included in the Annual Report (Form 10-K) for the year ended September 30, 2005.

December 1, 2005
New York, New York

Is/ Emst Es Young LLP



CHIEF EXECUTIVE OFFICER CERTIFICATION

Exhibit 31.1

I, Edgar Bronfman, Jr., Chief Executive Officer and Chairman of the Board ofDhectois of Warner Music Group Corp., certify that:

l. I have xeviewed this annual report on Form 10-K ofWarner Music Gmup Corp. (the "Registrant");

2. Based on my knowledge, this report does not contain any untrue statement ofa material fact or omit to state a material fact necessary to make the statements
made, in light of the cixcumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in aH material respects the financial
condition, results ofoperations and cash flows of the Registrant as of, and for, theperiods presented in this report;

4. 'Ihe Registrant's other certifying officer and I are responsible for estabHshing and maintaining disclosure contmls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and we have:

a) Designed such disclosure contmls and pmcedures, or caused such disclosure controls and pmcedures to be designed under our supervision, to ensure that
material information xelating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particulady during the
period in which this report is being prepared; and

b) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) Disclosed in this report any change in the Registrant's internal control over financial reporting that occurred during the Registmnt's most recent fiscal
quarter (the Registmnt's fourth fiscal quarter in the case ofan annual report) that has materially affected, or is reasonably Hkely to materially affect, the Registrant's
internal contxol over financial reporting; and

5. Registrant's other certifying offlcer and I have disclosed, based on our most recent evaluation of internal contml over financial reporting, to the Registrant's
auditors and the audit committee ofRegistrant's board ofdirectors (or persons performing the equivalent functions):

a) AH signiflcant deflciencies and material weaknesses in the design or operation of internal control over financial xeporting which are reasonably likely to
adversely affect the Registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant's internal control over
fmancial xepoxting,

Dated".December 1, 2005

/S/ EDOAR BRONFMAN, JR.

ChietExecutive Otncer nnd Cannon of the ttcortt of Directors tprtnctpot
Executive Otticcr)



Exhibit 312

CHIEF FINANCIAL OFFICER CERTIHCATION

I, Michael D. FeeiShe, ChiefFinancial Officer ofWarner Music Group Corp., certify than

1. I have reviewed this annual report on Form 10-K of Warner Music Gmup Corp. (the "Registrant");

2. Based on my knowledge, this report does not contain any untrue statement ofa material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results ofoperations and cash flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and we have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this quarterly report is being prepared; and

b) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) Disclosed in this report any change in the Registrant's internal control over financial reporting that occurred during the Registrant's most recent fiscal
quarter (the Registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant's
internal control over financial reporting; and

5. Registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal contml over financial reporting, to the Registrant's
auditors and the audit committee of Registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the Registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant's internal control over
financial reporting.

Dated: December 1, 2005

/s/ 1VQcuAH.D. Ftxrsuaa

0
Chief Financi«J 0/ucer (principal ptnancial

taut Accounting Oigcer)



CertiYication of the ChiefExecutive Officer
Pursuant to 18 US.C. Section 1350,

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of2002

Exhibit 32.1

In connection with the Annual Report of Warner Music Gmup Corp. (the "Compau~ on Form 10-K for the period ended September 30, 2005 as filed with theSecurities and Exchange Commission on the date hereof (the "Report"), I, Edgar Bronfman, Jr., Chief Executive Officer of Warner Music Gmup Corp,, certify,pursuant to 18 U.S.C. ii 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of2002, that:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: December 1, 2005

IS/ EDGAR BRONFMAN, JR.

Edgar Broufmsu, Jr.
ChiefExecutive Otncer



Certification of the ChiefFinancial Officer
Pursuant to 18 U ci.C. Section 1350,

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Exhibit 322

In connection with the Annual Report ofWarner Music Gmup Corp. (the "Compan~ on Form 10-K for the period ended September 30, 2005 as tiled with the
Securities and Exchange Commission on the date hereof (the "Report"), I, Michael D. Fleche, ChiefFinancial Officer ofWarner Music Group Corp., certify, pursuant
to 18 U.S.C. 0 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: December 1, 2005

/s/ MicuAsL D. Ftmsusic

hhchael D. Betsher
ChiefFinancial Otaeer

Created by 10KWizard www.10KWizard.comSource: Warner Music Group C, 10-K, December 01, 2005
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10—Q

(Mark One)

D&& QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2006

OR

G TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 001-32502

Warner Music Group Corp.
(Exact name of Registrant as specified in its charter)

Delaware
(State or other jurisdiction of

incorporation or organization)

13-4271875
(I.R.S. Employer

Identitaication No )

75 Rockefeller Plaza
New York, NY 10019

(Address of principal executive offices)

(212) 275-2000
(Registrant's telephone number, including area code)

Indicate by check mark whether the Registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject to such filingrequirements for the past 90 days. Yes D&& No 0
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non—accelerated filer. See definition of "accelerated filerand large accelerated filer" in Rule 12b—2 of the Exchange Act. Large accelerated filer 0 Accelerated filer 0 Non—accelerated filer K
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b—2 of the Exchange Act.) Yes 0 No IZ

As of July 27, 2006, the number of shares of the Registrant's common stock, par value $0.001 per share, outstanding was 148,505,691.787.

Source: Warner Music Group C, 10-Q, August 03, 2006
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ITEM 1. FINANCIAL STATEMENTS

Warner Music Group Corp.
Consolidated Balance Sheets

June 30,

2006

September 30,

2005

(unaudited) (audited)
(in millions)

Total current a'ssefs
Royalty advances expected to be recouped aft
Investments „
Property, plant and equipment, net
6''osodwtll

Intangible assets subject to amortization, net
Iiitangible ass'ets.:',:nsot subject to. amortization
Other assets

er one year

Assets
Current assets:

Cash aned'e''qmy'alents

Short—term investments
Accounts'r'eseivable,::less..all'owanc)es. of'$205:and $2'1'8 milhoii
Inventories
Roy'ajty, advances, expectse'd':to."be.,'recouped wtthiii one','yseirr
Deferred tax assets

"
Othe'r.'. ouii'coat assetss

$ 306
29

524
50

209
40

I„::205

209

144
'9'46
I t746

1.:0'0

109

$::--:4„483i

$ :.:,.:.:,:.:',,:::,::::,'::,-,288

637.
52

I1::90

36

I;242.,
190

:, 21s

157

1,815
I,'00

104

Lihbilities and'Shareholders'::Equity
Current liabilities:

Acpountsipayable
Accrued royalties
Tax'es::and other mithholdiiigs .

Current portion of long—term debt
Dividends:pay'able
Other current liabilities

$ :." 2'02

17146
3i4

17
22

336

$ .::-.:::-:—
.:247.',057

-'-:::: ':.::2$
17

404

Trgtal current liabilities
Long—term debt
Sividierid's paysab'I'e

Deferred tax liabilities, net
'Other noncunent liabilities

Total:

liablllt'ie's''omtns'iitmentes

"andsContingeric'ens((Seee ko1e,.lO)
" "

Shareholders'quity:
Common.sthck ($0,001'ars valus'e!,,S00;000,00(l sh'aies auth'orized'I 148,503,900 and, 1'48",45Ss3iI 3" sheaies issued.aud

outstanding)
Additional paid—in capital
'Accumtiiated.defiI41-'-:,.::: ...:.:::::::::,':,.::;.::.": '::.':,:,,- . '.::":::,:,::,:I:',::,::.(I"

Accumulated other comprehensive income, net

le757
2,234

na; ,'-is(-,,',",,",,"'3'+

193
21i

"6

4;40'3'60

:(509!)8:*-: '9

I:,:748'-:

2,229

201
226

548
-" 'It480i)

21

Total:shareholders',.equity

To'tal:liabilities:,'andtshareholders!,"equity'0$ 4:,4,'83.

See accompanying notes.

Source: Warner Music Group C, 10-Q, August 03, 2006
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Warner Music Group Corp.

Consolidated Statements of Operations (Unaudited)
Nine Months Ended June 30, 2006 and 2005

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

ReyeniiI:s (b)
Costs and expenses:

Cost of

revenue's''',(a))i'elling,

general and administrative expenses (a) (b)
AmarIization.ofmtaruuble assets „

Loss on termination ofmanagement agreement

Total costs.:''aarndI'expenasds

'OperatIng incoine
Interest expense, net (b)
Net,'investment xelated gains
Equity in the gains (losses) of equity-method investees, net
Loss on repayment.of 8oidmtgs 'Nortes
Unrealized gain on warrants
Minority. Inter'est expe'ns'si (b)
Other income, net

$ .: 32597.

.':I:'::;3'7,7)

(942)
'(I'll)

(73)

$ ...:,...2t662

- (ll:;:;:384)

(918)
('143')

!(2;445)':.-.,:,:::::::,,:,::,:i

2)7
(135)

1

(2,5c3'2i)

(140)

(1)
.(35).

17

5

(in millions, except per share amounts)

Indome (loss)cbeFoxe ipsome:taxea
Income tax expense (38)

(93)
(46)

Net'income (loss)

Net Income (loss) pex'coin'inoil shale,"
Basic $ 0.34

'$""" '' '' ('139)

$ (1.22)

Dilut'ed '$ ';;:,0;32 $ :(1.2'2)

%'eighted arveiage: csommbn sliares;
Basic

Di1uted

142.3 114.1

I:14'sl

(a) Includes depreciation expense of $ (32) $ (40)

(b) IncIudes the foll'owingexpenses iesu1tiiigfr'0'm transactions with'related,coinpacnies:
Revenues
'Sdlling;: g'eneral and administrative.'xpeiij'e
Interest expense
IyiIn'ority. interesttexpense

12
(li0) (6)

(I)
(5)

See accompanying notes.

Source: Warner Music Group C, 10-Q, August 03, 2006
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Warner Music Group Corp.

Consolidated Statements of Cash Flows (Unaudited)
Nine Months Ended June 30, 2006 and 2005

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Crash flaws from operatiiig activsittes
Net income (loss)
Adjustments toJecoiicjle net iricome,(loss)sto:net:cash iprovidedby'p'eiatiii'g activitre'0)

Depreciation and amortization
Xiii-"cash intere'st:,expense
Non-cash, stock—based compensation expense
Deferred ta'xes
Net investment related gains
Equity iq tlie (gaiii's). losses of equity-method investees,'ini funding:distinction's
Loss on repayment of debt
Unrealized.gain'ton warrants
Minority interest expense

'Changes': i'ri: ope'rat'ing''.riss's'et's and lmbGities:
Accounts receivable
Iiiveritories
Royalty advances
Accounts payable and'::accrued Iiab'ilities
Other balance sheet changes

(in millions)

$ 48

175

12
(I,'7)

'(Ij)

121

(54)
(81) .

(22)

$ (139)

180
'52

18

(7)
(I)

1'5

(17.)
5

.77

(2)
(22')',

(14)

Net cash prroyided'y ope'ratiiig activities

,C'riih'flows.!frame iriyestin'g ai',tiVi'tiiis
Investments and acquisitions
Investiiierits in,.short-term myestm'ants
Investment proceeds
Cap'i'tal expeii'ditures

Net,cash: useid iii investiiig:.activ'ttIes

(95)
;(29)

I'(i1,8)

'(I'42).

(84)

50
, (20)

Cash 'flows from financing::activities 'orrowings,net of financing costs
Debt repayments
Cash paid to repurchase warrant
proc'ee'ds frorii the issusance: of,:cominon,'stock
Costs to issue common stock
Pro'ceeds:from the issuansce 0f rejt'rioted.:shsarerso
Repurchase of subsidiary preferred stock
Dividends.paid on:subsidi'aryprefeired'stock
Dividends and returns of capital paid
Loan's t'o third,psaities
Other

Net c'ash used.iri:financing,actii'iities
Effect of foreign currency exchange rate changes on cash

Net: Increase (decrease):,iii cash: and: equivalerits
Cash and equivalents at beginning ofperiod

,
~ ','('13')

t

(55)

, „(68)'

288

926
(1584)

(138)
5'54 '.

(~?)

(200)

.'(9)'917)

(10)
(3)

(407)'I)

(29.0)
555

Cash:aiid:equivaleiits at eii'd ofperiod $ :,,::,,:::, '65.::

See accompanying notes.

Source: Warner Music Group C, 10-Q, August 03, 2006
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Warner Music Group Corp.

Consolidated Statement of Shareholders'quity (Unaudited)
Nine Months Ended June 30, 2006

Baliii'ce,at:Septemrbesr'3'0';-2'005
Comprehensive income:

Net mcome
Foreign currency translation adjustment
.Dreferred:,gaIus:on,,tt'erivativie:finanrcial,jIIstiuments

TOtal C'O'mptrsehenSiVe:.iii'CO'the

Dividends
Issuance,of stock opttons:.and::restricted-shares of:,

common stock,::net
Other

33alance:at Juh'e:."30„2006

Accumulated
Additional Retained Other Total

Paid-in Earnings Comprehensive Shareholders'hares

Value Capital (Deficit) Income (Loss) Equity

(in millions, except number of common shares)
148r4'55'',3J3 $:.—::::::.::::;::;:::-".::: .:;:$ .::::::: 5r48"" $ '48G)I- '":e: $:::::::::-::: '':,:::::::,2l '-:::::-"'::-: $ .":-':::::.:"1::-:::::::-:::::":::89

48,,; ", '.::.:':,:::::,::::::—..',;::-,:-::,.'::::::, .':.:,,;.,',:,::;,,:, :':::::',48

...,........,,.—,,, ........ —,...,,...,,......., ...,........(4) .........,v....,,.(4)
1,2 ':::'-l2

'48':: . '::,:.:8 ':.:: .:::":.:,:"',::,56,
(76) — (76)

4c8)I687:'„,',",
'

—,'":'.::;::.''.-:.".".',':::lc2:"''..'::::,-': —.',;:"::-:;:..'::,",:..:-'-';-;' ''''": '"" ' '.'.1'2

(1) — (I)

,'1'48,503,:9'00:-,::1:::...::,.::$ —.... ':':. 8 -:,:::560":::.— "-'$:'509).::::, '::::::::::.$I.::
-- - 29:-"':$ .- .:, 80

See accompanying notes.
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1. Description of Business
Warner Music Group Corp. (the "Company") was formed by a private equity consortium of Investors (the "Investor Group") on November 21, 2003. The

Company is the direct parent ofWMG Holdings Corp. ("Holdings"), which is the direct parent ofWMG Acquisition Corp. ("Acquisition Corp."). Acquisition
Corp. is one of the world's major music content companies and the successor to substantially all of the interests of the recorded music and music publishing
businesses of Time Warner Inc. ("Time Warner"). Effective March I, 2004, Acquisition Corp. acquired such interests from Time Warner for approximately
$2.6 billion (the "Acquisition"). On May 10, 2005, the Company sold 32,600,000 shares of its common stock in an initial public offering (the "Initial Common
Stock Offering") and became a public company.

The Company classifies its business interests into two fundamental areas: recorded music and music publishing, A brief description of those operations is
presented below.

The Company's business is seasonal. Therefore, operating results for the three and nine month periods ended June 30, 2006 are not necessarily indicative
of the results that may be expected for fiscal 2006.

Recorded blusic Operations
The Company's recorded music operations consist of the discovery and development of artists and the related marketing and distribution of recorded

music produced by such artists. In addition to the more traditional methods of discovering and developing artists, the Company has implemented new initiativ'es
to identify and nurture artists earlier in the development process and reduce development costs by. leveraging its independent distribution network. The Company
refers to these new business models as incubator initiatives. Asylum and East West are the current recorded music incubator labels. In addition, the Company
launched Cordless Recordings an "e-label" that gives artists the ability to come to market with one or several songs in digital formats without the need to create
an entire album. Asylum, East West and Cordless Recordings are a part of the Company's Independent Label Group ("ILG"). The Company has also entered into
strategic ventures with other record labels.

The Company's recorded music operations also include a catalog division called Rhino Entertainment ("Rhino"). Rhino specializes in marketing the
Company's music catalog through compilations and reissuances ofpreviously released music and video titles, as well as in the licensing of tracks to and from
third parties for various uses, including film and television soundtracks.

On May 31, 2006, the Company completed the acquisition ofRyko Corporation ("Ryko"), a leading independent, integrated music and entertainment
company. See Note 3.

The Company's principal recorded music distribution operations include Warner—Elektra—Atlantic Corporation ("WEA Corp."), which primarily
distributes the Company's music products to retailers and wholesale distributors in the U.S4 a 90% interest in Alternative Distribution Alliance ("ADA"), a
distribution company which primarily distributes the products of independent record labels to retailers and wholesale distributors; Ryko Distribution, which
distributes music and DVD releases from Rykodisc, Ryco's recorded music label, and third~arty record and video labels; various distribution centers and
ventures operated internationally; an 80% interest in Word Entertainment, whose distribution operations specialize in the distribution ofmusic products in the
Christian retail marketplace; and ADA U.K., which provides ADA's distribution services to independent labels in Europe.

In the U.S., the Company's recorded music operations are conducted principally through its major record labels—Warner Bros. Records Inc. and The
Atlantic Records Group. In markets outside the U.S., recorded music activities are conducted through the Warner Music International ("WMI") division and its
various subsidiaries, affiliates and non-affiliated licensees.

Source: Warner Music Group C, 10-Q, August 03, 2006
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The Company plays an integral role in virtually all aspects of the music value chain from discovering and developing talent, to producing albums and
promoting artists and their product. Atter an artist has entered into a contract with one of the Company's record labels, a master recording of the artist's music is
created. The recording is then replicated for sale to consumers primarily in CD and digital formats. In the U.S„WEA Corp. and ADA market, sell and deliver
products, either directly or through sub-distributors and wholesalers, to thousands of record stores, mass merchants and other retailers throughout the country.
Recorded music products are also sold in physical form to Internet physical retailers. In addition, the Internet and wireless networks have become increasingly
important sales channels for records in non-physical forms.

Music Publishing Operations
The Company's music publishing business is focused on the exploitation of songs as intellectual property. In return for promoting, placing, marketing and

administering the creative output of a songwriter, or engaging in those activities for other rightsholders, the Company's music publishing business garners a share
of the revenues generated. In addition to the more traditional methods, the Company has implemented new initiatives to promote and develop emerging
songwriters. For example, the Company's music publishing business has its own incubator label, Perfect Game Recording Co.

Warner/Chappell is the Company's global music publishing company, headquartered in Los Angeles, with operations in over 50 countries through various
subsidiaries, affiliates and non-affiliated licensees. The Company owns or controls rights to more than one million musical compositions, including numerous
pop hits, American standards, folk songs and motion picture and theatrical compositions. The music publishing library includes many standard titles that span
multiple music genres. Warner/Chappell also administers the music and soundtracks of several third—party television and film producers and studios, including
Lucasfilm, Ltd. and Hallmark Entertainment.

The Company also previously owned Warner Bros. Publications ("WBP"), which printed and distributed a broad selection of sheet music, books and
educational materials, orchestrations, folios, personality books, and arrangements from the catalogs ofWarner/Chappell and other music publishers. On May 31,
2005, the Company sold WBP to Alfred Publishing. See Note 3.

Music publishing revenues are derived from four main sources:

~ Mechanical: the licensor receives royalties with respect to compositions embodied in recordings sold in any format or configuration, including
singles, albums, CDs, digital downloads and mobile phone ringtones.

~ Performance: the licensor receives royalties when the composition is performed publicly (e.g., broadcast radio and television, movie theater, concert,
nightclub or Internet and wireless streaming).

~ Synchronization: the licensor receives royalties or fees for the right to use the composition in combination with visual images (e.g., in films, television
commercials and programs and videogames).

~ Other: the licensor receives royalties from other uses such as stage productions.

2. Basis of Presentation
Interim Financial Statements

The accompanying consolidated financial statements are unaudited but, in the opinion ofmanagement, contain all the adjustments (consisting of those of a
normal recurring nature) considered necessary to present

Source: Warner Music Group C, 10-Q, August 03, 2006
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fairly the financial position and the results of operations and cash flows for the periods presented in conformity with accounting principles generally accepted in
the U.S. ("U.S. GAAP") applicable to interim periods. The accompanying consolidated financial statements should be read in conjunction with the audited
consolidated financial statements of the Company included in its Annual Report on Form 10—K for the fiscal year ended September 30, 2005 (Registration
No. 001-32502).

Recapitalization
As discussed above, on May 10, 2005, the Company sold 32,600,000 shares of its common stock in the Initial Common Stock Offering. In connection with

the Initial Common Stock Offering, the Company (i) converted all its formerly outstanding shares of Class L Common Stock into shares of Class A Common
Stock, (ii) renamed all of its formerly outstanding shares ofClass A Common Stock as "common stock", which had the effect of eliminating from the Company's
authorized capital stock the Class L Common Stock, and Class A Common Stock and (iii) authorized an approximately 1,139 to I split of the Company's
common stock (collectively, the "Recapitalization").

Accordingly, historical financial statements have been restated to reflect the Recapitalization for all periods occurring afler the Acquisition that was
effective as of March 1, 2004. Such restatement primarily related to common stock and equivalent shares information, net income per common share
computations and stock—based compensation disclosures.

Reclassifications
Certain reclassifications have been made to the prior period's financial information in order to conform to the current period's presentation.

Basis of Consolidation
The consolidated accounts include 100% of the assets, liabilities, revenues, expenses, income, losses and cash flows of the Company and all entities in

which the Company has a controlling voting interest and/or variable interest entities required to be consolidated in accordance with U.S. GAAP. Significant
intercompany balances and transactions have been eliminated in consolidation.

Short—term Investments
The Company considers all investments with maturities greater than three months, but less than one year, when purchased to be short—term investments.

Short-term investments include high—quality, investment grade securities such as taxable auction rate securities as well as commercial paper and corporate
bonds. Auction mte securities are classified as available for sale and are carried at fair value. Unrealized gains and losses on such securities are included in
accumulated other comprehensive income (loss). Commercial paper and corporate bonds that the Company has both the positive intent and ability to hold to
maturity are carried at cost and classified as held to maturity.

Stock-Based Compensation
In December 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 123(R), "Share—Based Payment," ("FAS 123(R)")

which revises FASB Statement No. 123, "Accounting for Stock-Based Compensation" ("FAS 123"). FAS 123(R) requires all share—based payments to
employees, including grants of employee stock options, to be recognized as compensation expense based on their fair value. Effective March 1, 2004, in
connection with the Acquisition, the Company adopted the fair value recognition provisions ofFAS 123 to account for all stock-based compensation plans
adopted subsequent to the Acquisition. Under the fair value

Source: Warner Music Group C, 10-Q, August 03, 2006
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recognition provisions ofFAS 123, stock—based compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense over the vesting period. The Company expenses deferred stock—based compensation on an accelerated basis over the vesting period of the stock award.
Effective October 1, 2005, the Company adopted FAS 123(R) using the modified prospective method. There was no impact to the Company's results of
operations or financial position as a result of the adoption of FAS 123(R).

Comprehensive (Loss) Income
Comprehensive (loss) income consists ofnet (loss) income and other gains and losses affecting equity that, under U.S. GAAP, are excluded from net

income. For the Company, the components of other comprehensive income primarily consist of foreign currency translation gains and losses and deferred gains
and losses on financial instruments designated as hedges under FASB Statement No. 133, "Accounting for Derivative and Hedging Activities", which include
interest-rate swaps and foreign exchange contracts. The following summary sets forth the components of comprehensive (loss) income, net of related taxes, for
the three and nine months ended June 30, 2006 and 2005 (in millions):

Three Months
Ended

June 30,

2006

Three Months
Ended

June 30,

2005

Nine Months
Ended

June 30,

2006

Nine Months
Ended

June 30,

2005

Net (loss) ilicoriieo
Foreign currency translation gains (losses)
Derivative fitiiricial'.inse'tpjirtents gsasinss

Cotnprehefi'sive {loss) inuome

''$
':::::::',':,,:,:,,-,(14)

(2)

"$;:::: '13')

$:::: .(ITP).
13

$ ...:.:::::.:::::.:.:::::(1':;66)

$ :.:::::::.'::::::48,::, .:,,:,$ '::.::::,:s':."(139)

(4) 1

12':,::"::-:,,::: --
)01

Net Income (Loss) Per Common Share
The Company computes net income (loss) per common share in accordance with FASB Statement No. 128, "Earnings per Share" ("FAS 128"). Under the

provisions ofFAS 128, basic net income (loss) per common share is computed by dividing the net income (loss) applicable to common shares after preferred
dividend requirements, if any, by the weighted average of common shares outstanding during the period. Diluted net income (loss) per common share adjusts
basic net income (loss) per common share for the effects of stock options, warrants and other potentially dilutive financial instruments, only in the periods in
which such effect is dilutive.
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The following table sets forth the computation ofbasic and diluted net income (loss) per common share (in millions, except per share amounts):

Three Months
Ended

June 30,

2006

Three Months
Ended

June 30,

20D5

Nine Months
Ended

June 30,

2006

Nine Months
Ended

June 30,

2005

13''asI'c and'iluted: net:::,(lo''ss)imcome per common
sha'ie:

Numerator:
Net Ooss)!:,income for basib:.,calculatiotn

Niet:::(loss) Income foi djlute'd caiciilhtiiii

$ :':::::::::-::-:::"i:(l;4'):..:,:::-'.::: $ :::.:-':::-':::::". '(jZ9): ., —. $'.:.'" -":::'48

'$,";:::.."::::(14') .' '-"-':$::;.::': '(179) ". '.:::,;;,-'$:,:;,,:" '8 $ ' "
(139)

Deiiiimirijtoi:
Weighted average common shares outstanding

for basic calculation (a)

Weighted av'e'rage common.outstanding shares
fbi..diluted calculation

Net income (ufo's's)."p'er:commbit

share—basic

Net income (loss):per commrcoZri

:share—-diluted

127.0 142.3143.7

, 1::43:,7,:::',::, ....::',,,::,,:::,,127.:,0

:::::::,:: s::".-::::.":'.::":::".::::".::::,(0:10)::::::i:::-:s::::::::::::::::::::::::-.":(1:"4l)": "-:: ""'::I',:-:-':: .'0:.s'4

,$:::.:::::::,:,::::::,::,::i(0.$0')'-:::::..::.":1 ..:::$ :: ": ('1;41) . r,,;:,.$,.,:. 0.32

114.1

114.1

$ . -'(,l,22)

(a) The denominator excludes the effect ofunvested common shares subject to repurchase or cancellation

The calculation ofdiluted net income (loss) per common share for each of the periods includes the effects of the assumed exercise of any outstanding stock
options or warrants and the assumed vesting of shares ofrestricted stock where dilutive. The assumed exercise ofoutstanding stock options and warrants and the
assumed vesting of restricted stock represent the following dilutive effect (in millions of shares):

Three Months
Ended

June 30,

2006

Three Months
Ended

June 30,

2005

Nine Months
Ended

June 30,

2006

Nine Months
Ended

June 30,

20D5

Stock iIptjons
Restricted stock
Warr'aiits

3!0
4.5 6.6

2;8*,

5.7

The Company recognized a net loss for the three months ended June 30, 2006, the three months ended June 30, 2005 and the nine months ended June 30,
2005. Therefore, the effects from the assumed exercise of any outstanding stock options or warrants, or the assumed vesting of shares of restricted stock, during
such periods would be antidilutive. Accordingly, they have not been included in the presentation ofdiluted net income (loss) per common share for the respective
periods.
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See Note 19 in the Company's audited consolidated financial statements for the year ended September 30, 2005 for a summary of the terms of the warrants
that were issued to Time Warner in connection with the Acquisition. In connection with the Initial Common Stock Offering, the Company repurchased the
warrants from Time Warner in May 2005 for approximately $ 138 million, which approximated fair value at that date.

3, Significant Acquisitions and Dispositions
Acquisition of Ryko Corporation

On May 31, 2006, the Company completed the acquisition ofRyko, a leading independent, integrated music and entertainment company, for
approximately $67.5 million in cash. Ryko consists of a recorded music label, Rykodisc, which focuses on a range of contemporary music and comedy releases
and numerous film and television soundtracks and Ryko Distribution, which distributes music and DVD releases from Rykodisc as well as from independent
third—party record and video labels. Additionally, Ryko owns a catalog ofmore than 1,000 titles of rock, folk, jazz, world, blues and alternative albums including
Restless Records'atalog ofpunk, new wave and soundtrack recordings. The catalog and roster includes artists such as Frank Zappa, Joe Jackson, Soul Asylum,
The Flaming Lips and They Might Be Giants. The transaction was accounted for under the purchase method ofaccounting, and the results of operations ofRyko
are included in the Company's results of operations from the acquisition date ofRyko. The purchase price was preliminarily allocated to the underlying net assets
acquired in proportion to the estimated fair value, principally recorded music catalog and goodwilL

Formation of Bad Boy Records LLC
On April 8, 2005, the Company entered into an agreement with an affiliate of Sean "Diddy" Combs to form Bad Boy Records LLC ("Bad Boy"), a joint

venture, owned 50% by the Company and 50% by the affiliate. The Company purchased its 50% membership interest in Bad Boy Records LLC for
approximately $30 million in cash. Mr. Combs is the CEO of the joint venture and supervises its staff and day—to—day operations. The Company provides
funding, marketing, promotion and certain back-office services for the joint venture. The transaction was accounted for under the purchase method of
accounting, and the results of operations ofBad Boy are included in the Company's results of operations from its acquisition date.

Sale of Warner Bros. Publications
In May 2005, the Company sold WBP, which conducted the Company's sheet music operations, to Alfred Publishing. As part of the transaction, the

Company agreed to license the right to use its music publishing copyrights in the exploitation ofprinted sheet music and songbooks for a twenty—year period of
time. No gain or loss was recognized on the transaction as the historical book basis of the net assets being sold was adjusted to fair value in connection with the
accounting for the Acquisition. Due to the Company's continuing involvement with WBP, it was not reported as discontinued operations.

For the three months ended June 30, 2005, the operations sold generated revenues of approximately $8 million; operating income of$ 1 million; operating
income before depreciation and amortization expense of$ 1 million; and net income of approximately $ 1 million. For the nine months ended June 30, 2005, the
operations sold generated revenues of approximately $34 million; operating income of $ 1 million; operating income before depreciation and amortization
expense of$ 1 million; and net income ofapproximately $ 1 million.
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Acquisition of Maverick Recording Company
In November 2004, the Company acquired an additional 30% interest in Maverick Recording Company ("Maverick") from its existing partner for

approximately $ 17 million and certain amounts previously owed by such partner to the Company, bringing its total interest in Maverick to 80%. The transaction
was accounted for under the purchase method ofaccounting and the purchase price was allocated to the underlying net assets ofMaverick in proportion to the
estimated fair value, principally artist contracts and recorded music catalog.

On July 14, 2006, the Company acquired the remaining 20% interest in Maverick from its existing partner. The additional purchase price will be allocated
to the underlying net assets ofMaverick in proportion to the estimated fair value, principally goodwill.

4. Inventories
Inventories consist of the following (in millions):

June 30,

2006

September 30,

2005

Comp'act,discs„cassettes:.and'other.."utusie'-:.:'i'elated'.prorducts
Published sheet music and song books

Less reserve for obsolescence

(unaudited)
'$'::,:,:;;.':,:;,::;..89

2

91

(41)

'".:::::;.:'::::
- $ '::-:50:;::;:.;::;::"

(audited)
$ : —: ''84

2

86
(34)

5. Intangible Assets
Intangible assets consist of the following (in millions):

September 30,

200$ Acquisitions other (a)

June 30,

2006

Intdngibl'e'sset's','subject!'to amortikd6on,'ecord

music catalog
Music pubjtshing cgpyrlghts
Artist contracts

, Tcradbmatks 'therintangible assets

Accumulated amortization

Totaliriet intangible assctd subject::.t'o amortizattnn
Intangible assets not subject to amortization:

Tiiademarks,and'bmrids

T'otal. net,,othteer: intaIlgtble a'ssets

(audsted)

$ 1,242

31
10
4

2„1::0'4

'289)

'1::;81'5

'1'.00

$,,;:,,:: '1;91'5

32 $ 6
1,6.:.:::;::-,::-::-, ...,,,-::,1"8

53::.,!. '.: -24

(unaudited)

$ 1,280
85!I

'6

I';0',

4

2,»'8II

(435)

1:,:746

'1!00'$

':: 1,8!4'6 "

(a) Other represents foreign currency translation adjustments.
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6. Restructuring Costs
Acquisition-Related Restructuring Costs

As of June 30, 2006, the Company had approximately $34 million of liabilities for Acquisition—related restructuring costs that were recognized as part of
the cost of the Acquisition. These liabilities represent estimates of future cash obligations for all restructuring activities that have been implemented, as well as
for all restructuring activities that have been committed to by management but have yet to occur. The outstanding balance of these liabilities primarily relates to
extended payment terms for severance obligations and long—term lease obligations for vacated facilities. These remaining lease obligations are expected to be
settled by 2019. The Company expects to pay the majority of the remaining employee termination costs in fiscal 2006.

Employee

Terminations

Other Exit

Costs Total

L'i'ability:.is of,::.Rasps.teiiiber''.:.30,'.2005

Cash paid during the nine months ended June 30, 2006
Noii-cash redUctions, du'itn'g the:nine months endsed Juiie:3'Os2006:(a)
Reversal of excess liabilities (b)

Lihbtlity, as df Juii'e'.:30,:200'6

(in millions)
$ ':.:,: .:: .'I'4, ':,,::: ..: $:.:':,:;:::;::;,;:::..35.

(8)
.:-::::-.:.: .(3)

(I) (3)

'$'":.'.::,::;::::,. 5,;:::-:,:,'::,'',,: $ . 29

$ ;. 49
.(8)
(3.)
(4)

$:34

(a) Principally relates to changes in foreign currency exchange rates and the non-cash write—offof the carrying value of advances relating to terminating
certain artist, songwriter and co-publisher contracts.

(b) Excess liabilities were reversed through the statement of operations, or were recorded as a reduction of the initial purchase price of the Acquisition.

7. Debt
The Company's long—term debt consists of (in millions):

June 30,

2006

September 30,

2005

8enior'secured credit facility,,"
Revolving credit facility
Teim loaii

(unaudtted)

$
,1::;4ll7

(audited)

$
I::,430

7.375% U.S. dollar denominated Senior Subordinated Notes due 2014—Acquisition Corp
8.125'io 'Sterling-.Ch'nominshted S'em'or Subosrdiiiated:.Notes.due,,2014—.Acquisition Corp'.
9.5% Senior Discount Notes due 2014—Holdings

1,4'l7
465

186

1,430
465
I77
174

T'o'taxi debt
Less current portion

Tot'al: long term debt

2,251
(17)

$ - '2P;3'.4"

2:,246

'17)

The Holdings Refinancing
In December 2004, Holdings issued $847 million principal amount at maturity of debt consisting of (i) $250 million principal amount ofFloating Rate

Senior Notes due 2011 (the "Holdings Floating Rate Notes"), (ii) $397
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million principal amount at maturity of 9.5% Senior Discount Notes due 2014, which had an initial issuance discount of $ 147 million (the "Holdings Discount
Notes") and (iii) $200 million principal amount ofFloating Rate Senior PIK Notes due 2014 (the "Holdings PIK Notes", and collectively, the "Holdings Notes"),
which had an initial discount of$4 million. The gross proceeds of $696 million received from the issuance of the Holdings Notes were used to (i) redeem the
remaining shares of cumulative preferred stock ofHoldings at a redemption price of$209 million, including $9 million of accrued and unpaid dividends, (ii) pay
a return of capital to the Company's shareholders in the aggregate amount of $472 million and (iii) pay debt-related issuance costs of approximately $ 15 million.

The Holdings Redemption
In June 2005, using proceeds from the Company's Initial Common Stock Offering and approximately $57 million of cash on hand, Holdings redeemed all

of the Holdings Floating Rate Notes, all of the Holdings PIK Notes, and 35% of the aggregate outstanding principal at maturity of the Holdings Discount Notes.

The Holdings Discount Notes were issued at a discount and have an initial accreted value of$630.02 per $ 1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required. However, interest accrues on the Holdings Discount Notes in the form of an increase in the accreted
value of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter,
cash interest on the Holdings Discount Notes is payable semiannually at a fixed rate of 9.5% per annum. The Holdings Discount Notes mature on December 15,
2014. The Company redeemed 35% of the Holdings Discount Notes on June 15, 2005.

In connection with the redemption of the Holdings Floating Rate Notes and 35% of the Holdings Discount Notes, the Company was required to pay
redemption premiums of $ 10 million and $9 million, respectively, which the Company paid on June 15, 2005 and recorded as a loss on the repayment of the
notes in the consolidated statement of operations for the three and nine months ended June 30, 2005. The Company also wrote off the remaining balance of
debt—issuance costs of $ 12 million related to the notes redeemed and the remaining unamortized original issue discount of $4 million related to the Holdings PIK
Notes. Such amounts, $35 million in the aggregate, were recorded as a loss on the repayment of the notes in the consolidated statement of operations for the
three— and nine—month periods ended June 30, 2005.

The Company was also required to pay all accrued interest as of the redemption date related to the Holdings Notes that were redeemed. This amount
consisted of $5 million related to the Holdings Floating Rate Notes, $9 million related to the Holdings PIK notes, and $4 million in accreted value of the 35% of
the Holdings Discount Notes redeemed, Of such amount, $8 million had been expensed in previous quarters and $ 10 million was recorded as interest expense in
the consolidated statement of operations for the three months ended June 30, 2005.

The Company has fully and unconditionally guaranteed the remaining Holdings Discount Notes. The Holdings Discount Notes are unsecured and
subordinated to all ofHoldings'xisting and future secured debt, including Holdings'uarantee of borrowings by Acquisition Corp. under the Company's senior
secured credit facility, In addition, the Holdings Discount Notes are structurally subordinated to the Senior Subordinated Notes ofAcquisition Corp.

The indenture governing the Holdings Notes limits Holdings'bility and the ability of its restricted subsidiaries to (i) incur additional indebtedness or issue
certain preferred shares, (ii) pay dividends on or make other distributions in respect of its capital stock or make other restricted payments„(iii) make certain
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investments, (iv) sell certain assets, (v) create liens on certain debt without securing the notes, (vi) consolidate, merge, sell or otherwise dispose of all or
substantially all of its assets, (vii) enter into certain transactions with affiliates and (viii) designate its subsidiaries as unrestricted subsidiaries.

Restricted Net Assets
The Company is a holding company that conducts substantially all its business operations through its subsidiary, Acquisition Corp. and its subsidiaries.

Accordingly, the ability of the Company to obtain funds t'rom its subsidiaries is restricted by the senior secured credit facility ofAcquisition Corp., the indenture
for the Acquisition Corp. Senior Subordinated Notes issued by Acquisition Corp. and the indenture for the Holdings Notes.

8. Stock-based Compensation
The following table represents the expense recorded by the Company with respect to its stock—based awards for the three— and nine—month periods ended

June 30, 2006 and 2005 by segment and on a consolidated basis (in millions):

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Recoide'drMusic
Music Publishing
Corporate;expenses

$ ...,;„;;-;':::: "" "3 ':,:.:..:-;„,,;,$ :,;,,:::::::;::;:;:I::;-:;-::: I6 .'.::::,,'::::;.;,,',, „$ ; ...:: -' -:7r

I

Tiotal

Certain of the stock options and restricted shares of common stock awarded by the Company vest upon the occurrence ofa 3x liquidity event, which is
defined with respect to the awards as the occurrence of an event that implies an aggregate value for the equity held by the Investor Group of 3x its initial value, as
adjusted for prior dividends or other returns of capital received. In April 2006, the 3x liquidity event, as defined, occurred, which resulted in the vesting of
1,169,932 shares of restricted common stock awarded to or purchased by employees of the Company and 516,719 stock options awarded to employees of the
Company. In addition, the Company paid out accrued dividends owed to restricted stockholders of$ 1.3 million upon the occurrence of the 3x liquidity event and
the subsequent vesting of their restricted shares. In accordance with the requirements ofFAS 123(R), the Company recognizes the compensation for these awards
over the employee's requisite service period. Accordingly, there is no impact of this event to the Company's statement of operations for the three— and
nine-month periods ended June 30, 2006.

Payments Relating to Executive Compensation
Concurrent with the Initial Common Stock Offering, the Company determined that certain shares of restricted stock issued in 2004 and early 2005 may

have been sold at prices below fair market value on the applicable date of sale and certain options to purchase shares of the Company's stock granted may have
had exercise prices below fair market value on the applicable date of grant. As a result, certain U.S. employee holders of the restricted stock who made elections
under Section 83(b) of the Internal Revenue Code would be subject to additional ordinary income tax to the extent of the fair market value of the restricted stock
received over the purchase price they paid for such stock. In other cases, certain employees who did not make such an election will be subject to higher taxes on
their restricted shares at the time ofvesting than would have been the case had they
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purchased the shares for fair market value. In addition, under the provisions of the American Jobs Creation Act of2004, signed into law in October 22, 2004,
U.S. employee option holders whose options vest with exercise prices below fair market value on the date of grant are subject to significant penalties under new
Section 409A of the Internal Revenue Code. IRS Notice 2005— I provides transitional guidance on the application of Section 409A which, among other things,
permits options with exercise prices below the fair market value of the underlying stock on the date ofgrant to be amended or replaced with new options having
an exercise price at least equal to the fair market value on the grant date. Non-U.S. employee holders of restricted stock or options may be subject to similar or
other related issues. In order for the Company to address these issues the Company's Board ofDirectors, based on a re—assessment of fair market values on the
applicable dates, approved the actions discussed below.

Restricted Stock
The Company was authorized to pay a cash bonus to each employee who purchased restricted stock at prices that were below fair market value on the date

ofpurchase. The bonus was calculated as either an amount equal to the tax liability incurred by the employee on the grant date or an estimate of the additional
future tax which would be incurred by the employee upon the vesting of the shares, depending upon the employee's Section 83(b) election. Additionally, the
Company paid the employees an amount necessary to pay the related taxes on the bonus. This resulted in total cash payments of approximately $ 10 million,
which the Company expensed in the quarter ended June 30, 2005.

Options
The Company revised the exercise prices of certain options to purchase its common stock to prices equal to the applicable re-determined fair market

values of the common stock on the dates of the respective grants. The Company compensated the grantees with a cash bonus representing the loss ofvalue
created by this adjustment to the option exercise prices. This resulted in total cash bonuses paid of approximately $9 million. The Company treated the revision
of the exercise prices as a modification of these awards and $6 million related to the modification was expensed in the quarter ended June 30, 2005.

Further, in connection with the $ 100.5 million cash dividend the Company declared and paid to holders of its common stock, consisting of the Investor
Group and certain members ofmanagement who held shares of common stock prior to the Initial Common Stock Offering„ the Company made an adjustment to
all options to purchase common stock outstanding at the time of declaration of the dividend. The adjustment consisted ofa cash make-whole payment to each
option holder equal to the pro-rata amount that would have been received per share had all outstanding options been exercised at the time of the declaration of
the dividend. The amounts were adjusted down to reflect a present value discount based on the earliest possible exercise dates. The Company recorded
approximately $3 million of expense related to such payments in the quarter ended June 30„2005.

9. Shareholders'quity
Return of Capital and Dividends Paid

In September 2004, the Company declared a $342 million dividend to its Class L common shareholders in the form of a note payable, The note payable
was paid in October 2004 using proceeds received from a return ofcapital previously invested in Acquisition Corp.

In connection with the Holdings Refinancing, the Company paid a $465 million return of capital to its Class L common shareholders, ofwhich
$422 million was paid in December 2004 and $43 million was paid in March 2005, The remaining $7 million from the Holdings Refinancing was declared and
paid as a dividend to the Company's shareholders in May 2005.
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On October 3, 2005, December 29, 2005, March 14, 2006 and June 7, 2006, the Company declared dividends on its outstanding common stock at a rate of
$0.13:per share. The dividends were paid on November 23, 2005, February 17, 2006, May 3, 2006, and July 27, 2006, respectively, except for the portion of the
dividends with respect to unvested restricted stock, which will be paid at such time as such shares become vested.

During the nine months ended June 30, 2006, 2,479,501 shares of restricted stock purchased by or awarded to certain employees vested.

10. Commitments and Contingencies
Radio Promotion Activities

On September 7, 2004, November 22, 2004 and March 31, 2005, the Attorney General of the State ofNew York served the Company with requests for
information in connection with an industry-wide investigation of the relationship between music companies and radio stations, including the use of independent
promoters and accounting for any such payments. The investigation was pursuant to New York Executive Law $63(12) and New York General Business Law
tj349, both ofwhich are consumer fraud statutes. On November 22, 2005, the Company reached a settlement with the Attorney General in connection with this
investigation. As part of such settlement, the Company agreed to make $5 million in charitable payments and to abide by a list ofpermissible and impermissible
promotional activities. The Attorney General has also reached settlements with all of the other major music companies in connection with this investigation. Two
independent labels have filed related antitrust suits against the Company alleging that its radio promotion activities are anticompetitive. Radikal Records, Inc. v.
Warner Music Group, et al. was filed on March 21, 2006 in U.S. District Court in the Central District of California, Western Division. TSR Records, Inc. v.
Warner Music Group, et al. was filed on March 28, 2006 in U.S. District Court in the Central District of California, Western Division. The Company filed a
Notice ofRelated Case and was successful in having both of these cases consolidated. On May 23, 2006, the Company filed a Motion to Dismiss in both cases.
Decisions on these motions are pending. The Company intends to defend against these lawsuits vigorously, but is unable to predict the outcome of these suits.
Any litigation the Company may become involved in as a result of the settlement with the Attorney General, regardless of the merits of the claim, could be costly
and divert the time and resources ofmanagement.

Pricing ofDigital Music Downloads
On December 20, 2005 and February 3, 2006, the Attorney General of the State ofNew York served the Company with requests for information in the

form of a subpoena duces tecum and subpoena ad testificandum in connection with an industry-wide investigation as to whether the practices of industry
participants concerning the pricing ofdigital music downloads violate Section 1 of the Sherman Act, New York State General Business Law )tj 340 et seq., New
York Executive Law tj63(12), and related statutes. On February 28, 2006, the U.S. Department of Justice served the Company with a request for information in
the form of a Civil Investigative Demand as to whether its activities relating to the pricing of digitally downloaded music violate Section 1 of the Sherman Act
(15 U.S.C. Section 1). The Company intends to fully cooperate with the Attorney General's and Department of Justice's industry—wide inquiries. Subsequent to
the announcements of the above governmental investigations, a total of twentymeven putative class action lawsuits concerning the pricing ofdigital music
downloads have been filed. The Company has not yet been served in some of the cases but expects they will all be consolidated into one case. The lawsuits are
all based on the same general subject matter as the Attorney General's request for information alleging a conspiracy among record companies to fix prices for
downloads, and, accordingly to some of the complaints, protect allegedly inflated prices for compact discs. The complaints generally seek unspecified
compensatory, statutory and treble damages. The Company intends to defend against these lawsuits vigorously, but is unable to predict the outcome of these
suits. Any litigation the Company may
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become involved in as a result of the inquiries of the Attorney General and Department of Justice, regardless of the merits of the claim, could be costly and divert
the time and resources ofmanagement.

Other Matters
In addition to the matters discussed above, the Company is involved in other litigation arising in the normal course of our business. Management does not

believe that any legal proceedings pending against the Company will have, individually, or in the aggregate, a material adverse effect on its business. However,
the Company cannot predict with certainty the outcome of any litigation or the potential for future litigation. Regardless of the outcome, litigation can have an
adverse impact on the Company, including its brand value, because ofdefense costs, diversion ofmanagement resources and other factors.

11. Derivative Financial Instruments
During the nine months ended June 30, 2006, the Company did not enter into additional interest rate swap agreements to hedge the variability of its

expected future cash interest payments or any new foreign currency hedge programs. However, the Company extended the terms ofcertain existing interest rate
swap agreements. As of June 30, 2006, the Company had interest rate swap agreements to hedge a total notional debt amount of $ 897 million and recorded
deferred gains in comprehensive income of $21 million. Additionally, as of June 30, 2006 the Company had less than $ 1 million of deferred net losses in
comprehensive income related to foreign currency hedging.

The Company recorded unrealized gains of $ 17 million on its stock warrants issued to Time Warner in connection with the Acquisition for the
nine-months ended June 30, 2005. On May 16, 2005, the Company repurchased the three—year warrants from Time Warner at a cost of approximately $ 138
million, which approximated fair value at that date.

12. Segment Information
As discussed more fully in Note I, based on the nature of its products and services, the Company classifies its business interests into two fundamental

areas: recorded music and music publishing. Information as to each of these operations is set forth below.

The Company evaluates performance based on several factors, ofwhich the primary financial measure is operating income (loss) before non—cash
depreciation of tangible assets and non-cash amortization of intangible assets ("OIBDA"). The Company has supplemented its analysis of OIBDA results by
segment with an analysis of operating income (loss) by segment.

The Company accounts for inter-segment sales at fair value as if the sales were to third parties. While intercompany transactions are treated like
third—party transactions to determine segment performance, the revenues (and corresponding expenses recognized by the segment that is counterparty to the
transaction) are eliminated in consolidation and, therefore, do not themselves impact consolidated results.

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Revenues
Recorded music
tvlusslc publishirig
Corporate expenses and eliminations

Totalrevenues

$ 678
150

(6)

$ ::: 822

(in millions)

$ 588 $ 2,274
161-,:::::,:::,,,::::::,:::,::::,:::::: '4I0

(7) (22)

$ '::: :'',";::;:-:,:;.,''.,7'42.'.::..;;::.:::;;:;;.

':;;:;:"."..'2;662s'2,149

470~.

(22)

$ '::::;::—: 2s597
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Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

(in millions)

Nine Months
Ended
June

30, 2006

Nine Months
Ended
June

30, 2005

Recorded music
Mu'sic publfshing
Corporate expenses and eliminations

$ 92

23'29)

$ 47

(108)

$ 379
9'1

(78)

$ 313

(167)

Tot'al OIBDA $
"" "'.:"": 86:-:::':.:: ':: ': ''::: (33'}'.,'—.''' ')'''::'::''":$ :::-':::::,.:;:.".:-:".:;:,:'"3r92;:: -'::: '::::,:$,::::;::::-::::,",'; '245

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Nine Months
Ended
June

30, 2006

Nine Months
Ended
June

30, 2005

Depreciatio~ ofProperty„Plant:and Equipment
Recorded music
MMic pub1tdhing
Corporate expenses and eliminations

Total d'eprecihtion-

$ 6

4

(in millions)

$ 7

3

$ 20

10

$.":.':,::,::::::,:.":::,::::::.:i'~''2

$ 25
4

ll

Amartizahon of Intaii'geibles:.Assets
Recorded music
Mussic yubltshlnsg
Corporate expenses and eliminations

Total amortization

Three Months
Ended

June 30, 2006

$ 34
I"4

$ ::,::-:;:::::::::,,::::.:.48

Nine Months
Ended
June

30, 2006

Nine Months
Ended
June

30, 2005

Three Months
Ended

June 30, 2005

(in millions)

$ 34 $ 101 $ 100
1'.:3:::::::::—::,

.
-:::::::- ":.::::,:::...:,::::::::,:::,:...,42::-'-:::",:,::) -:::::::::,:-::,;...40 .

$ ::-.":,::::::::::::".-:;.",."47,':::::.:,:::, '.::,:::,:::.":,::,:::::.::,$::,,:::::.:,:,:,,::::..:.,143, '::::::::,::::::,t::,:::t:-:',$:.,:;:140.

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Nine Months
Ended
June

30, 2006

Nine Months
Ended
June

30, 2005

Operating, Iucomy (Logs}
Recorded music
Music publishing
Corporate expenses and eliminations

Total operating inr'ome:::(loss}

$ 52

(33)

(in millions)

$ 6
li3

(111)

$::.:'.:,.::-..::,'(92')

$ 258

(88)

$ 188
55

(178)

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Reconcllfation of OIBDA to'Opeiatinsg'."Inscome(I'oss)
OIBDA
Depreciation''-expense.
Amortization expense

'Operating income —

..'86... (10)
(48)

(in millions)

$ (33)
(:I'2)
(47)

$ '::::-:,'::,,:',:,,..., (92)

$ 392

; (321)
(143)

$ 245
(40')

(140)

Source: Warner Music Group C, 10-Q, August 03, 2006
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13. Additional Financial Information
Cash Interest and Taxes

The Company made interest payments of approximately $ 118 million and $ 129 million during the nine months ended June 30, 2006 and 2005,
respectively. The Company paid approximately $49 million and $36 million of income and withholding taxes in the nine months ended June 30, 2006 and 2005,
respectively. The Company received $5 million and $8 million of income tax refunds in the nine months ended June 30, 2006 and 2005, respectively.

Non-cash Transactions
There were no significant non-cash investing and financing activities during the nine months ended June 30, 2006 and 2005.

14. Subsequent Event
The major record companies have reached a global out-of-court settlement of international copyright litigation against the operators of the Kazaa

peer-to-peer network. Under the terms of the settlement, the Kazaa defendants have agreed to pay $ 100,000,000 in compensation to the record companies that
brought the action. Kazaa will also introduce filtering technologies to prevent the continued infringement in the Kazaa system. The settlement money is being
held in escrow until the plaintiffs agree on the proper allocation of the funds. The Company does not know yet what its portion of the settlement will be.
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The Company is the direct parent ofHoldings, which is the direct parent ofAcquisition Corp.

Holdings has issued and outstanding the Holdings Discount Notes. The Holdings Discount Notes are guaranteed by the Company. These guarantees are
full, unconditional, joint and several. The following condensed consolidating financial statements are presented for the information of the holders of the Holdings
Discount Notes and present the results of operations, financial position and cash flows of (i) the Company, which is the guarantor of the Holdings Discount
Notes, (ii) Holdings, which is the issuer of the Holdings Discount Notes, (iii) the subsidiaries ofHoldings (WMG Acquisition Corp. is the only direct subsidiary
ofHoldings) and (iv) the eliminations necessary to arrive at the information for the Company on a consolidated basis. Investments in consolidated subsidiaries
are presented under the equity method of accounting.

The Company and Holdings are holding companies that conduct substantially all their business operations through Acquisition Corp. Accordingly, the
ability of the Company to obtain funds from its subsidiaries is restricted by the senior secured credit facility ofAcquisition Corp., the indenture for the Senior
Subordinated Notes issued by Acquisition Corp. and the indenture for the Holdings Notes.
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June 30, 2006

Warner
Music

Group Corp.

WMG
Holdings

Corp. (issucr)

WMG
Acquisition

Corp. Eliminations

Warner Music
Group Corp.
Consolidated

Asgets;
Current assets:

Cash and equivaIbiits
Short-term investments
Ac cosunts"rseceiv'able,:,'quiet

Due from (to) affiliates
lnventoii'eis
Royalty advances expected to be recouped

within one year
'De'ferred"t'ax",a's'sets

Other current assets

Total currenct assets
Royalty advances expected to be recouped after one

year
Inyestmenstss in an'd advances to (from)icousolidated:

s'ubsidiariea
Investments
Propertya p)'ant.apd equipment
Goodwill
Intangible assets subject:to amorttzatiorn
Intangible assets not subject to amortization
Others assets

Xotal assets::::.- - .:—

Liahihties.,and SharehoI(lors,'::equity~
Current liabilities:

Accounts payabie
Accrued royalties
Tax'es and other withholdings
Current portion of long—term debt
Dividends ps'asyable

Other current liabilities

Total current liabilit'ies
Long—term debt
Div'iChnds,-pas'yuab'le

Deferred tax liabilities, net
odier. noncurrsentsliabsilihuec's

Total liabilities
Total shareholders'quity

Total liabilities.andtsh'a'i,'ehpld'ers'- e(Iitiityr

(in millions)

$ :

':'': 37 ':,:,- $ ,::'''::::::—-".:::
..::,, $ :::,,::::::269,:::...,., $..:,:.,::,::::::—:"".:':::..:::,,':, 306

28 — I — 29
::::—:::::::::::::524'": ':::: ':-:':—:-'—

: -::.::.::..::.:::,:: .:.::: 524
(3) — 3

209 — 209
,

"
.::,'..:::4Pi:..,:,.':,".,::,:,::,::..:,:;:!,ll;ii:s:i i:''!"'"

'" ': '""-': '..",,,:

47 — 47

62: '.::::::::::"'' -.::: —:,::,:'.: '.::::,I: 1'43::,:::::,:,:,,:::.:::::',:,—','' ''.:,:II-,205

209 — 209

46::::::::.::::::::::::::",.:,,:...„.„:;,:,:,:s 228,,,-,,,:„::.':,.:.s,—,",:::::,::;;:,::::::-::,:,-„::,,-.:.: (274.).
24 — 24

946 — 946
. 1,746: — .: —."-,::::: ':, 1,746

100 — 100

$ :::::::::,:.'.":-:":::.1;08':::,:..::.-:-:.,::::::::-$ :..:.:.: .::,:,:,.::.. 232',:: ':..::::::-,',:,:.

$,
.'::::t"'..' '",,',''': $ ...,. —,'"

.

'' "': '$.:,':,:;,:,:,',202.,':::::".. ':,,:,",::, $ .::.:::::::;;:—' ',;;;:$::.:.,'., 202
1,146 — 1,146

.:...:. 34, .',...:,::::.——.:::::::": '-:: ''': 34
17 — 17

22c-:::::—:r:::-: -.,:—::::"::—:::::: —.,-,,::.:'::.':::::::::::: ..::-:
" —:::::.:-:-:::::..::.:::-:-.--:::,:::::,:-:::::::::::::::::::::: .. -s22

3 — 333 — 336

25 .:::::.: '-: "::::::
":':—"""'::":'::::-:.:::::::::::: -::;::I:,::732 '::::::::::-: --::::::::..—""':: —

..:.:':::..::::.1,757.
186 2,048 — 2,234

193 — 193
:,:::.:.,::,:216'::::;:,-::::::::.': -:::.:. -:.,:::.::,,":,—:„:::II':,:::::::„:::",::: -.',:.:,.,:..::,.:,::.:,:":.,216

28:,.:
"

';,'„:;., "--" Ii8'6::.::::":::.,;::. ': 4;:;:189; ...:;:::„;.....':::,::;:'-—... '":.,;,:,:.:;:,:,,::,'::::::::::4a403
80 46 228 (274) 80

'!'''"""' ''i'", "'I 08 '''"""''"'"""'"'"'"""'"ll'""'1 $ "'ll"""''''lilies"232' ''
''"'

"1 $,
'i"'''i'4s4 I 7 i

'l ""'"''ll 'i" "'' $'''''""" (27'4)''i''ll"""i'"'"' ""I""'""" '' " "'''483
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'Assets:
Current assets:

Cash:arid:eqeuivaleiits
Accounts receivable, net
Due froms(to),affiliates
Inventories
Royisiltsy::advii'ices:expsected: to'::be~recoups'd-witlirii:.arie

yeai,:
Deferred tax assets
Other burreiit assets

Totai current.assets
Royalty advances expected to be recouped after one year
Inv'estmeents in,,arid,adyancees "to '(froiii) consoiidated 'ubsidiaries

Investments
Property., plant,"a'ii'd: equipment
Goodwill
1htanjibi'eiasss'etse s'ubject,to:,amo'i'tization
Intangible assets not subject to amortization
0'tlier asset's

Total assets

Liabilitlc!s 'and",:Sharehoel'doers::,Xqttity.
Current liabilities:

Accounts payable
Accrued royalties
Taxes arid:oihser 'ivitlihoid'ings
Current portion of long—term debt
0th'eit.obt'retIt.:liasbilities

Total cu'rient lihbilibes
Long—term debt
Dividends payable
Deferred tax liabilities, net
'0'tiier ri'oncutrenl: liabiliti!es,

'Fotal Iiabiiitie's
Total shareholders'quity

T!otal li'abilities a'ril:: sharsetioI'dgrs'!: eguity

WMG
Holdings

Corp.
(issner)

WMG
Acquisition

Corp.

(in millions)

$ ,,+:::,::,':::::,::'::,:,:i: $ ...,.,I,,:.:: ""'$
. ':247.

637
I'5::,.,:,::::::" .: (23!)... ' ':. '8

36
-,:::.:39

55'::-:-:::::::":::::::::...:,::(!22):::::..::. -"... '1::209

190

43" "" '

235
21

869
'1„81!5'00

.,:::::::,:,:.'.:4.',::.:i::-':: ,'I',0'0

$''::::;;::,:„::."'98: ":::,: ".$ 2;17.,-:::.:- $!,,4;461

::": ",'l!',::-::::.- $ :—"'"':::': ":'::''':;::"246

1,057
....::::.::::::23

17
,,::;:',,::,::::':;':.: 408

2' ":. " ',',.;..;';;:;; ','"''1:;74'6
174 2,055

201
'::::;224

9 -.: 174:,::,,:::: ': ':;226
89 43 235

,;$ ::.::::.:,.::::::,:;:98:::;:,:::,::::::: $ , 2:17,:,::,:,:,,: —,::-::,::,:.$ :-:::::::::::-,::4,,461

Eliminations

Warner Music
Group Corp.
Consolidated

'IP~'':.,':.i'.;,i.,':.::::.:

—..::..... $ :':,:,288
637

52
!'.

.-'1,90

36
:-':3'9.

1,::,:24:2

190

(27,8)
21

',,::::::-::::::::::'::,':::157
869

'1::;:815

100
..10'4

:$ ::::.::::::::.:::.;(1278)::::::-::-::::.$ ,::::.::::-.:
— 4 498

1,057

'I &748

2,229
—.'-:.,.:.~,:,;r ",':.:'"9 "::.;,.,::„. 5e

201

4,409
(278) 89

$:::'::-'(278):::-:":::::—::: !$:::":l:--:::::::4'49'8'4
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Three months ended June 30, 2006

Warner Music
Group
Corp.

WMG Holdmgs
Corp.

(issuer)

WMG
Acquisition

Corp. Eliminations

Warner Music
Group
Corp.

Consolidated

Revenii'es
Costs and expenses:

Cost;of revenues
Selling, general and administrative expenses
Amortization:of intangsibie assets

Total: costs and'xpesiises

'OperatIng:income
Interest expense, net
Equity iii (hie:gains (losses}, ofeencsolidated siibsidihnes
Other expense, net

1npotne:0'os') before incom'e taxes
Income tax expense

Net
(loss)"',;ln'corn'e'bg}

(I'4)

$ (cI'4)

(4)
, (10)

(in millions)

'(4'4'5I)';:~i

(301)
(4.8)

"" i'(794),;

(41)

I

$ ",',,:,::(10)j

$ .:::-:::::".:I—:"-.:::::::::: -::::,:::$:: ..:-...::::::,::.: 822'

.(445)
(301)

':-'(48')

;(794)

(45)

I

2'4!::-::::: '-:::.:::.:"-''16}

,$ :: 24...::::;:::;::::::::::,::::-':.:'(lj4)",

Three months ended June 30, 2005

Warner Music
Group

Corp.

WMG Holdings
Corp.

(issuer)

WMG
Acquisition

Corp. Eliminations

Warner Music
Group
Corp.

Consolidated

Revcenues
Costs and expenses:
'Cast of'reyeinueis-:::,::::.::',:,:,:,,:,:: '..,:,-"'::::::,:",::,,':::.

Selling, general and administrative expenses
Amortization ofmtangibl'e. 0'ssgts
Loss on termination ofmanagement fee

Tatal costa and: expenseis

Oip'crating income
Interest expense, net
Equity iri:tlie possess ofeqmcty-".method,investees,.:net
Net investment related gains
Loss on repayment ofHolthngs debt
Other expense, net

(L,oss) iric'@me be'fo're income:taxes
Income tax expense

Net (lass} i'neome

—...,,,,...,,,...,...,........,...,...,... (13.)
(1'79):..;::-;::::;,:::::::::::::;: :'"::::::::":.;::,:,:;,:::;:::::::::i'(l3;,16);

,.: . (35)

(l::7i9il}'::-:::: .::.(179)

aj'jsj::::::::::::::::::."sii-'{j7rj

(in millions)
$':;:;::::::;i 742 ..

(3963)lj

(318)
(47)
(73)

(834)

(9?)
(37)

1

1

(I'27)
(4)

$ ::::::.:(131)

'$",.::—.....::.::.::,.
' ",'i,$ .,'': '..:': 742..

(318)
'",:,:,::::::::i(4i7)

(73)

:.::::.::;::.:':(834)

.'''.::;:.";(92}

(50)
3Ili0:,;:::: '"'",'',,.:..;...,;;,:,:': ".'::::.,:.:.::.:'—'.:.::...

I
.:,1(35).

I

3'Ii0., ' '::,. "':('17j5):

(4)

$ 310 ..:i:::,: $ (.179)
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WARNER MUSIC GROUP CORP.

Supplementary Information
Condensed Consolidating Statement of Cash Flows (unaudited)

For The Nine Months Ended June 30, 2006

Warner Music
Group Corp.

WMG Holdings
Corp. (issuer)

WMG
Acquisition

Corp. Eliminations Consolidated

CaSh fl'OWS 'frent Oper'atincg':aetiVitjeS,'et

income
A'djuSnnue!ritiS tsO.'r!eesaiiCtle nsect::inC'OIne:"tO net Caah

yrovtided by (used iri) operatirig,abtiuitiris:
Depreciation and amortization
Non-cash intere's't'xperise
Non-cash stock compensation expense
Deferred'taxes "

Equity in the losses of equity—method
inyestees, including distributions

Equity m the la!sses ofsconsaltduted
subsidiaries

Changes in operating assets and liabilities:
Ac'c'ounts receivable
Inventories
Royalty advances
Accounts payable and accrued liabilities
Othesr.b'a!'1saensce sheet chaiiges

Net cashI:(!used in) piovid'ed::,by operating
activities

$ 48 $

" '(2)"

(2)

1'2
175
.27
12

(l'17)

(!60))

1::2!1

3
(54.:)

(tgi,,)
(20)

225

(in millions)

48 $ 60 $ (108) $ 48

175
39!:.

12
('I::7)

....(I.)

12'I

.... 3...
(54!).:

(81)
(?2)

'223

Cash flows from iriv'esting'aptivtctt'es',
Investments and acquisitions
Iny'e'stiiierits in::sltoit!teim itive'sf'ments
Capital expenditures

Net cash used in invristing aativities

(28)

(28)

(95)
(tl) -:::::::::::::::: ..:::...,..

(18)

(!114)

(95)

(29)'18)

(.I:42)

Cash flows from flmaneing acfiyittes;
Quarterly debt repayments
'Ciapital'c'o'htributions's:.receive'drpaid!
Increase in intercompany
Returns'of capital and dsivtdii'nds paid

(3)
3

" 27

(13)

(8) 5
4::.:::::-',::::::.:::: ':(!86)

. (13)

(55!)

Net cash pr'o'vided'!by (usse'd:':,:tn) fin! aiioirig",:,! p

activities (94') (68),

Effect offoreigri cu!rien!cy exchange'e"rcate~ihariges

, an assh

Net incre'ase (d'ecrease):in cash and eqpivalents .
Cash and equivalents at beginning ofperiod

Crash:aiid equIIvalents at:end nfP'er'tpd

, (3c).: ..:::::-.:.:::,:::::::::::.:..:.....,,::::('1:)

40 I

5t: ',.",..".,,'s

.22
247

$ '::::::! ':.::::269.

!'8,
288

'::.::.::::,—::,::,'::::::::—::,:,,::,:--- ":.: $:.:.:.::.:"-::::-'306
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WARNER MUSIC GROUP CORP.

Supplementary Information
Condensed Consolidating Statement of Cash Flows (unaudited)

For The Nine Months Ended June 30, 2005

Warner Music

Group Corp.

WMG Holdings

Corp. (issuer)

WMG
Acquisition

Corp. Eliminations Consolidated

Cash ftowsifi'omtoperatlhg,:'acttv'ftlesi
Net loss
Adjhstmenissto reconcileinet:los@to net cash;proyidedliy

(used:in)::opei'iting,activities:
Depreciation and amortization
Defetrcd'taxes
Loss on repayment of debt
Non-cashinteres't expense
Non-cash stock compensation expense
Net inv'esim'eh~elated:gams
Equity in the losses of equity-method investees,

including distributions
fvfinri'ii'ty i'ntercsr
Unrealized gain on warrant

'Changes: in djieratliig 'ass'e't's', anil(liabilities':
Accounts receivable
lriyentories
Royalty advances
Acgouiits payable andJaccr'ued.'kabilities
Other balance sheet changes

N'et casfi'provided'hy"(u'srid".m) dpera'tlii'j''c'iivfties

155 84

(17)

I

1 2

" '-::.':"'::":.. ':(3)" 7

(in millions)

$ (139) $ (155) $ (84) $ 239

35
26:::.:,,::::::,;:,",: '""''::':::'6

18
(!'.)

1 (239)

77

(2)
(2'2):""".": "'":""'': "''':,"' —"'''":

(17)

175':::—:.::.:" .':

$ (139)

180
'(7)
35
'52

18
':(ll')

I

(I7)

77.

, (2)
(22:)
(14)

C'a'sh fiows,:fr'omtinvestlng: ac'1'iv|ties'-.'nyestments

and acquisitions
htvestment.:firoceeds
Capital expenditures

(84)
50

(20)

(84)
'50

(20)

Heticasfi used:in tnyesbng.activities (54) (54:)

Cash'flovvs:fr'om,finrancing'asctjvtties.
Borrowingss net of financing costs
Debt:rapagm'ekts
Capital contributions
prricee'dj &om tkse'' issu'ance ofc'o'm'riion':stock
Costs to issue common stock
R'epurch'iise ofwarrant'ri
Repurchase ofsubsidiary preferred stock
Drivide'n'da~paId to mi''oscar'ity mteiest"shear'ehsoldei's
Proceeds from the issuance of restricted shares
Recta:of'capital:ieeeivjed
Return of capital paid
Chap'ge,'in inter-conlpa'ny
Loan to third party
Giber,

Net cas1i!p'iovjided.by '(used'in) fiiianciiig activlti'ei

(590)
5'54: .,:.:

(27)
(126.)

1

h 1$.7

(917)
(1'2,)

'40

679
'(574)
517

('l2)
(200)

'(9:)

742
(1,157)

1,:8

247
(1'0)
73

(742)
. '(6)
(10)
::(3)

0,899)
1,899

926
"1': .::.:;::::;;;:;;-j'(i584)

''54
(27)

(''1 38:)
(200)

(9')
I

(917)

(10)
(3P.

(407:)

Effect ofPofelgn"cuire'ricy exchange:rale'hangesjon "c'isli'et

incm'sac ('de ciease)'n cash rind equivalents
Cash and equivalents at beginning ofperiod

40 (33;1')
555

(290.")
555

Cash and equivalents at erid,::'ofperind 8:,', . 224
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of our results of operations and financial condition with the unaudited interim financial statements included
elsewhere in this Quarterly Report on Form 10—Q for the fiscal quarter ended June 30, 2006 (the "Quarterly Report"). This discussion contains forward-looking
statements and involves numerous risks and uncertainties. Actual results may differ materially from those contained in any forward-looking statements.

We make available on our Internet website free of charge our annual reports on Form 10—K, quarterly reports on Form 10—
Q and current reports on Form

8—K as soon as practicable after we electronically file such reports with the Securities and Exchange Commission (the "SEC"). Our website address is
www.wmg.corn. The information contained in our website is not incorporated by reference in this Quarterly Report.

"SAFE HARBOR" STATEMENT UNDER PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995
This Quarterly Report includes "forward—looking statements" within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the

Securities Exchange Act of 1934. All statements other than statements ofhistorical facts included in this Quarterly Report, including, without limitation,
statements regarding our future financial position, business strategy, budgets, projected costs, savings and plans and objectives ofmanagement for future
operations, are forward—looking statements. In addition, forward—looking statements generally can be identified by the use of forward-looking terminology such
as "may," "will," "expect," "intend," "estimate," "anticipate," "believe" or "continue" or the negative thereof or variations thereon or similar terminology. Such
statements include, among others, statements regarding our ability to develop talent and attract future talent, to reduce future capital expenditures, to monetize
our music content, including through new distribution channels and formats, to effectively deploy our capital, the development of digital music and the effect of
digital distribution channels on our business, including whether or not the Internet will become an important sales channel and whether we will be able to achieve
higher margins from digital sales, our success in limiting piracy, our ability to compete in the highly competitive markets in which we operate, the growth of the
music industry and the effect of our and the music industry's efforts to combat piracy on the industry, our intention to pay regular quarterly dividends, the
adequacy of our existing sources ofcash to support our existing operations the next twelve months, the effect of litigation and other investigations on us and the
impact of recent developments regarding EMI Group pic ("EMI") and Sony BMG Music Entertainment ("Sony BMG") on us. Although we believe that the
expectations reflected in such forward—looking statements are reasonable, we can give no assurance that such expectations will prove to have been correct.

There are a number of risks and uncertainties that could cause our actual results to differ materially from the forward—looking statements contained in this
Quarterly Report. Additionally important factors could cause our actual results to differ materially from the forward-looking statements we make in this
Quarterly Report. As stated elsewhere in this Quarterly Report, such risks, uncertainties and other important factors include, among others:

~ the impact of our substantial leverage on our ability to raise additional capital to fund our operations, on our ability to react to changes in the economy
or our industry and on our ability to meet our obligations under our indebtedness;

~ the decline over the past five years in the global physical recorded music industry and the rate of overall decline in the music industry;

~ our ability to continue to identify, sign and retain desirable talent at manageable costs„

~ the threat posed to our business by piracy ofmusic by means ofhome CD-R activity and Internet peer to~eer file-sharing;
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~ the significant threat posed to our business and the music industry by organized industrial piracy;

~ the popular demand for particular recording artists and/or songwriters and albums and the timely completion of albums by major recording artists
and/or songwriters;

~ the diversity and quality of our portfolio of songwriters;

~ the diversity and quality of our album releases;

~ significant fluctuations in our results of operations and cash flows due to the nature of our business;

~ our involvement in intellectual property litigation;

~ the possible downward pressure on our pricing and profit margins;

~ the seasonal and cyclical nature of recorded music sales;

~ our ability to continue to enforce our intellectual property rights in digital environments;

~ the ability to develop a successful business model applicable to a digital environment;

~ the ability to maintain product pricing in a competitive environment;

~ the impact ofheightened and intensive competition in the recorded music and music publishing businesses and our inability to execute our business
strategy;

risks associated with our non-U.S. operations, including limited legal protections of our intellectual property rights and restrictions on the repatriation
of capital;

~ the impact of legitimate music distribution on the Internet or the introduction of other new music distribution formats;

~ the impact of rate regulations on our music publishing business;

the impact of rates on other income streams that may be set by arbitration proceedings on our business;

~ risks associated with the fluctuations in foreign currency exchange rates;

~ our ability and the ability of our joint venture partners to operate our existing joint ventures satisfactorily;

~ the enactment of legislation limiting the terms by which an individual can be bound under a "personal services" contract;

~ potential loss of catalog if it is determined that recording artists have a right to recapture recordings under the U.S. Copyright Act;
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~ changes in law and government regulations;

legal or other developments related to pending litigation or investigations by the Attorney General of the State ofNew York and the Department of
Justice;

~ trends that affect the end uses ofour musical compositions (which include uses in broadcast radio and television, film and advertising businesses);

the growth of other products that compete for the disposable income of consumers;

~ risks inherent in relying on one supplier for manufacturing, packaging and distribution services in North America and Europe;

~ risks inherent in our acquiring or investing in other businesses;

~ the possibility that our owners'nterests will conflict with ours or yours;

~ our ability to act as a stand-alone company;
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~ increased costs and diversion of resources associated with complying with the internal control reporting or other requirements of Sarbanes-Oxley;

~ weaknesses in our internal controls related to U.S. royalties that could affect our ability to ensure reliable financial reports;

~ the effects associated with the formation of Sony BMG; and

~ failure to attract and retain key personnel.

There may be other factors not presently known to us or which we currently consider to be immaterial that may cause our actual results to differ materially
from the forward—looking statements.

All forward—looking statements attributable to us or persons acting on our behalf apply only as of the date of this Quarterly Report and are expressly
qualified in their entirety by the cautionary statements included in this Quarterly Report. We disclaim any duty to publicly update or revise forward-looking
statements to reflect events or circumstances afler the date made or to reflect the occurrence of unanticipated events.

INTRODVCTION
Warner Music Group Corp. (the "Company") was formed by a private equity consortium of Investors (the "Investor Group") on November 21, 2003. The

Company is the direct parent ofWMG Holdings Corp. ("Holdings"), which is the direct parent ofWMG Acquisition Corp. ("Acquisition Corp."). Acquisition
Corp. is one of the world's major music content companies and the successor to substantially all of the interests of the recorded music and music publishing
businesses ofTime Warner Inc. ("Time Warner"). Effective March I, 2004, Acquisition Corp, acquired such interests from Time Warner for approximately $2.6
billion (the '"Acquisition"),

The Company and Holdings are holding companies that conduct substantially all of their business operations through their subsidiaries. The terms "we,"
"us," "our," "ours," and the "Company" refer collectively to Warner Music Group Corp. and its consolidated subsidiaries„except where otherwise indicated,

Management's discussion and analysis of results of operations and financial condition ("MD8rA") is provided as a supplement to the unaudited financial
statements and footnotes included elsewhere herein to help provide an understanding of our financial condition, changes in financial condition and results of our
operations. MDikA is organized as follows:

~ Overview. This section provides a general description of our business, as well as recent developments that we believe are important in understanding
our results ofoperations and financial condition and in anticipating future trends,

~ Resufls ofoperations. This section provides an analysis ofour results of operations for the three and nine months ended June 30, 2006 and 2005. This
analysis is presented on both a consolidated and segment basis.

* Financial condition and liquidity. This section provides an analysis of our cash flows for the nine months ended June 30, 2006 and 2005, as well as a
discussion of our flnancial condition and liquidity as of June 30, 2006. The discussion ofour financial condition and liquidity includes (i) our
available financial capacity under the revolving credit portion ofour senior secured credit facility and (ii) a summary of our key debt compliance
measures under our debt agreements.

Vse of OIBDA
We evaluate our operating performance based on several factors, including our primary financial measure of operating income (loss) before non-cash

depreciation of tangible assets and non-cash amortization of intangible assets (which we refer to as "OIBDA"). We consider OIBDA to be an important indicator
of the operational strengths and performance of our businesses, including the ability to provide cash flows to service debt.
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However, a limitation of the use of OIBDA as a performance measure is that it does not reflect the periodic costs of certain capitalized tangible and intangible
assets used in generating revenues in our businesses. Accordingly, OIBDA should be considered in addition to, not as a substitute for, operating income (loss),
net income (loss) and other measures of financial performance reported in accordance with U.S. GAAP.

OVERVIEW
Description of Business

We are one of the world's major music content companies. We classify our business interests into two fundamental areas: Recorded Music and Music
Publishing. A brief description of each of those operations is presented below.

Our business is seasonal. Therefore, operating results for the three- and nine-month periods ended June 30, 2006 are not necessarily indicative of the
results that may be expected for fiscal 2006.

Recorded Music Operations
Our Recorded Music business consists of the discovery and development of artists and the related marketing, distribution and licensing of recorded music

produced by such artists. In the U.S., our operations are conducted principally through our major record labels—Warner Bros. Records Inc. and The Atlantic
Records Group. Internationally, our Recorded Music operations are conducted through our Warner Music International division ("WMI"), which includes
various subsidiaries, affiliates and non-affiliated licensees in more than 50 countries outside the U.S. In addition to the more traditional methods of discovering
and developing artists, we have implemented new initiatives to identify and nurture artists earlier in the development process and reduce development costs by
leveraging our independent distribution network. We refer to these new business models as incubator initiatives. Asylum and East West are the current recorded
music incubator labels. In addition, we have launched Cordless Recordings, an "e—label" that gives its artists the ability to come to market with one or several
songs in the digital formats without the need to create an entire album. Asylum, East West and Cordless Recordings are a part of our Independent Label Group
("ILG"). We have also entered into strategic ventures with other record labels.

Our Recorded Music operations also include a catalog division named Rhino Entertainment ("Rhino"). Rhino specializes in marketing our music catalog
through compilations and reissuances ofpreviously released music and video titles, as well as in the licensing of recordings to and from third parties for various
uses, including film and television soundtracks.

On May 31, 2006, we completed our acquisition of Ryko Corporation, a leading independent, integrated music and entertainment company.

Our principal Recorded Music distribution operations include Warner —Elektra—Atlantic Corporation ("WEA Corp."), which primarily markets and sells
music products to retailers and wholesale distributors in the U.S.; a 90% interest in Alternative Distribution Alliance, a distribution company that primarily
distributes the products of independent labels to retail and wholesale distributors in the U.S.; Ryko Distribution, which distributes music and DVD releases from
Rykodisc, Ryko's record music label, and third—party record and video labels, various distribution centers and ventures operated internationally; an 80% interest
in Word Entertainment, whose distribution operations specialize in the distribution ofmusic products in the Christian retail marketplace; and ADA U.K., which
provides ADA's distribution services to independent labels in Europe.

Our principal recorded music revenue sources are sales of CDs, digital downloads and other recorded music products and license fees received for the
ancillary uses of our recorded music catalog. The principal costs associated with our Recorded Music operations are as follows:

~ artist and repertoire costs—the costs associated with (i) signing and developing artists, (ii) creating master recordings in the studio, (iii) creating
artwork for album covers and liner notes and (iv) paying royalties to artists, producers, songwriters, other copyright holders and trade unions;
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~ manufacturing, packaging and distribution costs—the costs to manufacture and distribute product to wholesale and retail distribution outlets;

~ marketing and promotion costs—the costs associated with the promotion of artists and recorded music products, including costs to produce music
videos for promotional purposes and artist tour support; and

~ administration costs—the costs associated with general overhead and other administrative costs, as well as costs associated with anu~iracy
initiatives.

Music Publishing OPerations
Our Music Publishing operations include Warner/Chappell Music, Inc. and its wholly owned subsidiaries, and certain other music publishing affiliates. We

own or control the rights to more than one million musical compositions, including numerous pop music hits, American standards, folk songs and motion picture
and theatrical compositions. Our Music Publishing operations also formerly included Warner Bros. Publications ("WBP"), which marketed printed versions of
our music throughout the world. On May 31, 2005, we sold WBP to Altred Publishing. In addition to the more traditional methods, we have implemented new
initiatives to promote and develop emerging songwriters. For example, our music publishing business has its own incubator label, Perfect Game Recording Co.

Publishing revenues are derived from four main sources:

Mechanical: the licensor receives royalties with respect to compositions embodied in recordings sold in any format or configuration, including
singles, albums, CDs, digital downloads and mobile phone ringtones.

~ Performance: the licensor receives royalties if the composition is performed publicly (e.g., broadcast radio and television, movie theater, concert,
nightclub or Internet and wireless streaming).

~ Synchronizationt the licensor receives royalties or fees for the right to use the composition in combination with visual images (e.g., in films, television
commercials and programs and videogames).

~ Other: the licensor receives royalties from other uses such as stage productions.

The principal costs associated with our Music Publishing operations are as follows:

~ artist and repertoire costs—the costs associated with (i) signing and developing songwriters and (ii) paying royalties to songwriters, co—publishers and
other copyright holders in connection with income generated from the exploitation of their copyrighted works; and

administration costs—the costs associated with general overhead and other administrative costs.

Recent Developments
EM/

On May 1, 2006, EMI made an unsolicited proposal to acquire the Company for $28.50 per share (consisting of $20 per share in cash and $8,50 per share
in EMI stock). Our board unanimously rejected that proposal on May 2, 2006, determining that it was not in the best interests of our shareholders. On June 14,
2006, we made a proposal to purchase EMI for 315 pence per share in cash. EMI rejected that proposal on June 23, 2006, when it made its revised proposal to
acquire us for $31 per share in cash. On June 27, 2006, our board unanimously rejected EMI's revised proposal, determining that it was not in the best interests
ofour shareholders. We simultaneously made a revised proposal to purchase EMI for 320 pence per share in cash. On June 28, 2006, EMI iejected our revised
proposal. On July 13, 2006, the European Court of First Instance annulled the European Commission's decision approving the formation of Sony BMG. Sony
and Bertelsmann
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will now have to re-apply to the European Commission to seek clearance for the formation of Sony BMG and the European Commission will have to
re—examine the combination. As a result of this re-examination, the European Commission could clear the transaction without conditions, clear the transaction
with conditions or block the transaction forcing Sony BMG to unwind. In the interim, the European Commission, Sony or Bertelsmann can appeal the ruling to
the European Court of Justice. We cannot predict what actions will be taken by the European Commission, Sony or Bertelsmann as a result of the ruling or the
outcome or timing of the European Commission's re—examination of Sony BMG or the appeal of the ruling. On July 27, 2006, EMI announced that, against this
backdrop, the Board ofEMI has decided not to pursue a combination with us for the time being. The EMI Board noted that it will review this position in the light
of future developments. Later on July 27, 2006, we announced that the ruling of the European Court of First Instance regarding Sony BMG had created
uncertainty regarding a potential combination ofus and EMI. We further announced that we would monitor the situation carefully, but until matters become
clearer, for instance as a result of the re—review of Sony BMG by the European Commission or through an appeal to the European Court of Justice, we did not
believe that it would be prudent to pursue a combination of us and EMI. Accordingly, we do not intend to make an offer for EMI at this time. There can be no
certainty that any transaction between the two companies will take place.

Factors Affecting Results of Operations and Financial Condition
Market Factors

Over the past five years, the recorded music industry has been unstable, which has adversely affected our operating results. The industry-wide decline can
be attributed primarily to digital piracy. Other drivers of this decline are the bankruptcies ofrecord retailers and wholesalers, growing competition for consumer
discretionary spending and retail shelf space and the maturation of the CD format, which has slowed the historical growth pattern of recorded music sales.
However, new avenues for selling recorded music product have been created, including the legal downloading of digital music using the Internet and
DVD—Audio formats and the distribution of music on mobile devices, and revenue streams from these new sources are beginning to emerge. As reported by the
International Federation of the Phonographic Industry (IFPI), sales ofmusic via the Internet and mobile phones generated sales of $ 1.1 billion for record
companies in 2005, up from $380 million in the prior year. As of July 30, 2006, year to-date U.S. recorded music sales (excluding sales of digital tracks) are
down approximately 5.5% year-over year. However, sales ofmusic through new avenues are beginning to offset the declines seen in prior years. It is too soon
to determine if the industry has stabilized or the impact of sales ofmusic through new channels might have on the industry and the recorded music industry
performance may continue to negatively impact our operating results. In addition, a declining recorded music industry could continue to have an adverse impact
on the music publishing business. This is because our music publishing business generates a significant portion of its revenues from mechanical royalties
received from the sale ofmusic in CD and other recorded music formats.

Restructuring
Due in part to the development of the new channels mentioned above and ongoing anti~iracy initiatives, we believe that the recorded music industry is

positioned to improve over the coming years. However, the industry may relapse into a period of decline. In addition, there can be no assurances as to the timing
or the extent of any improvement in the industry. Accordingly, in connection with the Acquisition, we executed a number of cost—saving initiatives in an attempt
to realign our cost structure with the changing economics of the industry. These initiatives, primarily implemented in fiscal 2004 and the first half of fiscal 2005,
included significant headcount reductions from the consolidation of operations and the streamlining ofcorporate and label overhead, exiting certain leased
facilities in an effort to consolidate locations and the sale of our manufacturing, packaging and physical distribution operations. We completed substantially all of
our restructuring efforts in fiscal 2005.

Initial Common Stock Offering
In May 2005, we completed the initial public offering of our common stock (the "Initial Common Stock Offering"). Prior to the consummation of the

Initial Common Stock Offering, we, among other things, renamed all of our outstanding shares of Class A Common Stock as common stock and authorized an
approximately 1,139 for I split of our common stock. We contributed the net proceeds from the Initial Common Stock Offering of
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$517 million to Holdings as an equity capital contribution. Holdings used all of such funds and approximately $57 million ofcash received through dividends
from Acquisition Corp. to redeem its outstanding notes as discussed below.

In addition, in connection with the Initial Common Stock Offering, we, among other things, repurchased the warrants issued as part of the initial purchase
price consideration for the Acquisition from Time Warner for $ 138 million, we declared and paid a dividend to our stockholders prior to the Initial Common
Stock Offering of $ 100.5 million, terminated a management agreement with the Investor Group as discussed below, borrowed an additional $250 million under
the term loan portion of our senior secured credit facility and paid a $ 10 million cash bonus to our employees.

Payments Relating to Executive Compensation
Concurrent with the Initial Common Stock Offering, we determined that certain shares of restricted stock issued in 2004 and early 2005 may have been

sold at prices below fair market value on the applicable date of sale and certain options to purchase shares of our stock granted may have had exercise prices
below fair market value on the applicable date ofgrant. As a result, certain U.S. employee holders of the restricted stock who made elections under Section 83(b)
of the Internal Revenue Code would be subject to additional ordinary income tax to the extent of the fair market value of the restricted stock received over the
purchase price they paid for such stock. In other cases, certain employees who did not make such an election will be subject to higher taxes on their restricted
shares at the time ofvesting than would have been the case had they purchased the shares for fair market value. In addition, under the provisions of the American
Jobs Creation Act of 2004, signed into law in October 22, 2004, U.S. employee option holders whose options vest with exercise prices below fair market value
on the date of grant are subject to significant penalties under new Section 409A of the Internal Revenue Code. IRS Notice 2005— I provides transitional guidance
on the application of Section 409A which, among other things, permits options with exercise prices below the fair market value of the underlying stock on the
date ofgrant to be amended or replaced with new options having an exercise price at least equal to the fair market value on the grant date. Non-U.S. employee
holders of restricted stock or options may be subject to similar or other related issues. In order for us to address these issues our Board ofDirectors, based on a
re-assessment of fair market values on the applicable dates, approved the actions discussed below.

Restricted Stock. We were authorized to pay a cash bonus to each employee who purchased restricted stock at prices that were below fair market value on
the date ofpurchase. The bonus was calculated as either an amount equal to the tax liability incurred by the employee at the grant date or an estimate of the
additional tax which would be incurred by the employee upon vesting of the shares, depending upon the employee's Section 83(b) election. Additionally, we paid
the employees an amount necessary to pay the related taxes on the bonus. This resulted in total cash payments of approximately $ 10 million, which we expensed
in the quarter ended June 30, 2005.

Options. We revised the exercise prices ofcertain options to purchase our common stock to prices equal to the applicable re-determined fair market values
of the common stock on the dates of the respective grants. We compensated the grantees with a cash bonus representing the loss of value created by this
adjustment to the option exercise prices. This resulted in total cash bonuses paid ofapproximately $9 million. The revision of the exercise prices was treated as a
modification of these awards and $6 million related to this modification was expensed in the quarter ended June 30, 2005.

Further, in connection with the $ 100.5 million cash dividend we declared and paid to holders of our common stock, consisting of the Investor Group and
certain members ofmanagement who held shares of common stock prior to the Initial Common Stock Offering, we made an adjustment to afi options to purchase
common stock outstanding at the time of declaration of the dividend. The adjustment consisted ofa cash make- whole payment to each option holder equal to
the pro-rata amount that would have been received per share had all outstanding options been exercised at the time of the declaration of the dividend. The
amounts were adjusted down to reflect a present value discount based on the earliest possible exercise dates. We recorded approximately $3 million of expense
related to such payments in the quarter ended June 30, 2005.
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Holdings Refinancing andRedemption

In December 2004, Holdings issued $847 million principal amount ofdebt. The $847 million principal amount ofHoldings'ebt consisted of (i) $250
million principal amount of Floating Rate Senior Notes due 2011 (the "Holdings Floating Rate Notes"), (ii) $397 million principal amount at maturity of 9.5%
Senior Discount Notes due 2014, which had an initial issuance discount of$ 147 million (the "Holdings Discount Notes") and (iii) $200 million principal amount
ofFloating Rate Senior PIK Notes due 2014 (the "Holdings PIK Notes", and collectively, the "Holdings Notes").

In connection with the Initial Common Stock Offering, we used $517 million ofproceeds from the offering along with $57 million ofavailable cash to
redeem certain of the Holdings Notes outstanding. As of June 30, 2006, Holdings had $ 186 million ofdebt on its balance sheet relating to such securities, net of
issuance discounts.

The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date through the redemption date, the notes bore interest at a
quarterly floating rate based on three—month LIBOR rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning on March 15, 2005.

The Holdings Discount Notes were issued at a discount and had an initial accreted value of$630.02 per $ 1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required. However, interest accrues on the Holdings Discount Notes in the form ofan increase in the accreted
value of such notes such that the accreted value of the Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter,
cash interest on the Holdings Discount Notes is payable semiannually at a fixed rate of 9.5% per annum. The Holdings Discount Notes mature on December 15,
2014. The Company redeemed 35% of the Holdings Discount Notes on June 15, 2005.

The Holdings PIK Notes were redeemed in full on June 15, 2005. From the date of issuance through the date of redemption, the notes bore interest at a
semi—annual floating rate based on six-month LIBOR rates plus a margin equal to 7%. Interest was accrued in the form of additional PIK notes at the election of
the Company. Such amounts were also repaid in connection with the redemption.

In connection with the redemption of the Holdings Floating Rate Notes and 35% of the Holdings Discount Notes, we were required to pay redemption
premiums of $ 10 million and $9 million, respectively, which the we paid on June 15, 2005 and recorded as a loss on the repayment of the notes in the
consolidated statement of operations for the three and nine months ended June 30, 2005. We also wrote off the remaining balance of debt—issuance costs of$ 12
million related to the notes redeemed and the remaining unamortized original issue discount of $4 million related to the Holdings PIK Notes. Such amounts $35
million in the aggregate, were recorded as a loss on the repayment of the notes in the consolidated statement of operations for the three months and nine ended
June 30, 2005.

Termination ofManagement/Monitoring Agreement
As described in Note 20 to our audited consolidated financial statements for the year ended September 30, 2005, we entered into a management monitoring

agreement (the "Management Agreement") with the Investor Group in connection with the Acquisition.

Under the Management Agreement, we were required to pay the Investor Group an aggregate annual fee of $ 10 million per year (the "Periodic Fees") in
consideration for ongoing consulting and management advisory services.

The Management Agreement provided that it would continue in full force and effect until December 30, 2014, provided, however, that the Investor Group
could cause the agreement to terminate at any time. In the event of the termination of the Management Agreement, the Company, Holdings and Acquisition
Corp. were required by the terms of the agreement to pay each of the Investor Group any unpaid portion of the Periodic Fees,
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any Subsequent Fees and any expenses due with respect to periods prior to the date of termination plus the net present value (using a discount rate equal to the
then yield on U.S. Treasury Securities of like maturity) of the Periodic Fees that would have been payable with respect to the period from the date of termination
until December 30, 2014.

The Investor Group terminated the Management Agreement and on May 16, 2005, we paid the Investor Group a $73 million termination fee, which was
reflected in our statement of opemtions for the three and nine months ended June 30, 2005. As a result, certain fees paid in prior periods do not appear in
subsequent periods. We paid $ 1 million and $6 million ofPeriodic Fees under the Management Agreement during the three and nine months ended June 30,
2005, respectively. We no longer pay any Periodic Fees following the termination of the agreement.

Sale ofWarner Bros. Publications
In May 2005, we sold WBP, which conducted our sheet music operations, to Alfred Publishing. No gain or loss was recognized on the transaction, as the

historical book basis of the net assets being sold was adjusted to fair value in connection with the accounting for the Acquisition. Due to our continuing
involvement with WBP, it was not reported as discontinued operations. For the three months ended June 30, 2005, the operations sold generated revenues of
approximately $8 million; operating income of$ 1 million; operating income before depreciation and amortization expense of$ 1 million'and net income of
approximately $ 1 million. For the nine months ended June 30, 2005, the operations sold generated revenues of approximately $34 million; operating income of
$ 1 million; operating income before depreciation and amortization expense of $ 1 million; and net income of approximately $ 1 million.

RESULTS OF OPERATIONS
Three Months Ended June 30,2006 Compared to Three Months Ended June 30,2005

The following table summarizes our historical results of operations:

Three Months
Ended

June 30, 2006

Three Months
Ended

Juno 30, 2005

Revlenues
Costs and expenses:

Cist of: revenues
Sefling, general and administrative expenses (1)
Aembrttzalfoh ''of:intangible""asshets

Loss on termination ofmanagement agreement

Totalj costs,and expebses

Opera(jug'income (los's),
Interest expense, net
Net investment-:. re)ated gains

*

Loss on repayment ofHoldings Notes
'Other income, rieotr

Loss before.innrcome'taxes
Income tax benefit (expense)

Net. loss

(unaudited)
(in

'(4'45)

(301)

$ :::::::(i'1.6i)

2

(unaudited)
millions)

$:::::,:,::,:::.:, 74?

(39Iti)r
(318)
j(4i7)

(73)

j o iijiii(j, ':: (834),

(35)

$;:;::':::::;::::::,':::'17$)r

(4)

s: "":::::.".":::,: '('1:79)

(1) Includes depreciation expense of $ 10 million and $ 12 million for the three months ended June 30, 2006 and 2005, respectively.
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Consolidated Historical Results
Revenues

Our revenues increased $80 million, or 11%, to $822 million for the three months ended June 30, 2006 as compared to $742 million for the three months
ended June 30, 2005. Excluding a $4 million unfavorable impact of foreign currency exchange rates and prior-year revenue of $8 million related to our sheet
music business, which was sold in May 2005, total revenue increased by $92 million or 13%. Recorded Music revenues increased by $90 million, to $678 million

for the three months ended June 30, 2006. Excluding a $4 million unfavorable impact of foreign currency exchange rates, Recorded Music revenues rose $94
million, or 16%, comprised of a $44 million increase in physical sales and a $50 million increase in digital sales. Music Publishing revenues declined by $ 11

million to $ 150 million for the three months ended June 30, 2006. Excluding $8 million ofprior year revenue related to our sheet music business sold in May
2005, Music Publishing revenue declined $3 million or 2%. International operations represented $416 million of consolidated revenues for the three months
ended June 30, 2006 as compared to $375 million for the three months ended June 30, 2005, comprising 51% of total revenues for each period.

Overall digital revenues grew to $92 million for the three months ended June 30, 2006, as compared to $90 million for the three months ended March 31,
2006 and $44 million for the three months ended June 30, 2005. Digital revenues represented 11% of consolidated revenues for the three months ended June 30,
2006, consistent with the most recent reported quarter and up from 6% in the prior—year quarter. Total digital revenues for the three months ended June 30, 2006
was comprised ofU.S. revenues of $68 million, or 74% of total digital revenues, and international revenues of $24 million, or 26% of total digital revenues. The
increase in digital revenues resulted from continued efforts to develop our digital business including efforts to further monetize existing content through new
formats and new distribution channels and the increased usage of legal, online and mobile distribution channels for the music industry.

See "Business Segment Results" presented hereinafter for a discussion of revenue by business segment.

Cost ofrevenues
Our cost of revenues increased $49 million, or 12%, to $445 million for the three months ended June 30, 2006 as compared to $396 million for the three

months ended June 30, 2005. Excluding a $2 million benefit of foreign currency exchange rates and $5 million of costs related to our sheet music business, which
was sold in May 2005, our cost of revenues increased by $56 million. Expressed as a percent of revenues, cost of revenues was 54% and 53% for the three
months ended June 30, 2006 and 2005, respectively. The increase related primarily to an increase in product costs of $20 million as a result ofhigher physical
sales and an increase in artist and repertoire costs and licensing costs of $36 million related to increased royalty expense resulting from the increases in both
physical and digital sales. While recorded music artist and repertoire costs remained consistent as a percentage of sales, music publishing artist and repertoire
costs, excluding the impact of the sheet music business, increased as a percentage of sales due to increased investment in our music publishing business.

Selling, general and administrative expenses
Our selling, general and administrative expenses decreased by $ 17 million, to $301 million for the three months ended June 30, 2006 as compared to $318

million for the three months ended June 30, 2005. Expressed as a percent of revenues, selling, general and administrative expenses were 37% and 43% for the
three months ended June 30, 2006 and 2005, respectively. Excluding a $ 1 million benefit of foreign currency exchange rates and $2 million of expenses related
to our print operations which were sold in May 2005, selling, general and administrative expenses decreased by $ 14 million, or 4%, primarily related to $29
million of one-time compensation expenses recorded in the three months ended June 30, 2005, consisting ofa $ 10 million one-time
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bonus to employees related to the Company's Initial Common Stock Offering and $ 19 million of one—time payments to holders of restricted stock and stock
options primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value at the grant date. This decline was.
offset by a $6 million increase in selling and marketing expense, which was the result of the timing ofmarketing costs incurred in relation to our product release
schedule in the current quarter, and a $6 million increase in distribution costs, directly related to the increase in physical sales. Stock compensation expense
amounted to $4 million for the three months ended June 30, 2006 and $9 million for the three months ended June 30, 2005.

Loss on termination ofmanagement agreement
Concurrent with our Initial Common Stock Offering, the Investor Group terminated the Management Agreement with us. Under the Management

Agreement, we were required to pay the Investor Group annual fees in consideration for ongoing consulting and management advisory services and transaction
based fees for services provided in connection with any future acquisition, disposition or financing. The Investor Group terminated the Management Agreement
on May 10, 2005 and on May 16, 2005 we paid a $73 million termination fee.

Reconciliation ofConsolidatedHistorical OIBDA to Operating Incotne (Loss) andNet Loss
As previously described, we use OIBDA as our primary measure of financial performance. The following table reconciles OIBDA to operating income

(loss) and further provides the components from operating income (loss) to net loss for purposes of the discussion that follows:

Three Months
Ended June 30,

2006

Three Months
Ended June 30,

2005

OIBDA
Depreciation expense
Amort'ization expense

Oi,pprating,mcome (loss), „

Interest expense, net
Net'insyesttttent-related'ulps
Loss on repayment ofHoldings Notes
Other mcome„net

Loss beeforse income tarxes
Income tax benefit (expense)

Net lojs

(unaudited) (unaudited)
(in millions)

$:,"'.::.:.:,:::,::,::,:::,,::,:'::;,86:'::::,:,:: ':,:::::.:::,:,:.:::.:,.:.,::,::,::,::,:::,:,::::$ ::.::,',::::,':::,',:,t(33)
(10) (12)

."(48'i)::,'.
'

.—:::::::::.'.::::::: .::,;. (47)

28::::::.:::
"" "."',::::::,.(92)

(45) (50)

(35)
'I';'':::;;;:;,::;:,,;,,,'' 'I: I,'1

"
$ '::.:::::,,:.::,::: ((I6)::::::::,::,"",: $ .:,':,::. 'i::!'.'''('175)

(4)

,;, $
:

'::..:,:.:.::,::.;('I:ys9)

OIBDA

Our OIBDA increased $ 119 million to $86 million for the three months ended June 30, 2006 as compared to a loss of $33 million for the three months
ended June 30, 2005. Expressed as a percentage of revenues, total OIBDA margin was 11% for the three months ended June 30„2006 as compared to (4)% for
the three months ended June 30, 2005. The increase was primarily a result of the increased revenues and absence of certain one-time expenses which were
included in the three months ended June 30, 2005, including the $73 milhon payment on termination of the Management Agreement and $29 million of one-time
compensation expenses, consisting of a $ 10 million one-time bonus to employees related to the Company's Initial Common Stock Offering and $ 19 million of
one-time payments to holders of restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at prices that
were below fair value at the grant date, which are more fully discussed above. See "Business Segment Results" presented hereina(ter for a discussion of OIBDA
by business segment.
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Depreciation expense

Our depreciation expense decreased by $2 million to $ 10 million for the three months ended June 30, 2006 as compared to $ 12 million for the three
months ended June 30, 2005. The decrease primarily relates to lower capital spending since the date of the Acquisition.

Amortization expense
Our amortization expense increased by $ 1 million, or 2%, to $48 million for the three months ended June 30, 2006 as compared to $47 million for the

three months ended June 30, 2005. The increase is due to various acquisitions of recorded music catalogs and music publishing copyrights since the prior-year.

Operating income Joss)
Our operating income increased $ 120 million, to $28 million for the three months ended June 30, 2006 as compared to an operating loss of $92 million for

the three months ended June 30, 2005. The increase in operating income was primarily a result of the increase in OIBDA, which is more fully discussed above.
See "Business Segment Results" presented hereinafter for a discussion of operating income by business segment.

Jnterest expense, net
Our interest expense decreased to $45 million for the three months ended June 30, 2006 compared to $50 million for the three months ended June 30,

2005. The decrease in interest expense is due to a higher average debt balance in the prior year, as the three months ended June 30, 2005 included interest
expense related to the outstanding Holdings Floating Rate Notes and Holdings PIK Notes, which were fully redeemed in June 2005, as well as the Holdings
Discount Notes, which were partially redeemed in June 2005. The decline was partially offset by the additional interest on an additional $250 million borrowed
under the term loan portion ofour senior secured credit facility in connection with the Initial Common Stock Offering in May 2005, as well as higher interest
rates on outstanding debt during the current period. See "—Financial Condition and Liquidity" for more information.

Net investment-relatedgains
We recognized a $ 1 million investment—related gain for the three months ended June 30, 2005 primarily related to the sale of our interest in an

equity-method investment. We did not recognize any investment—related gains or losses for the three months ended June 30, 2006.

Loss on repayment ofHoldings Notes
In June 2005, we redeemed all of the outstanding Holdings Floating Rate Notes, all of the outstanding Holdings PIK Notes and 35% of the outstanding

Holdings Discount Notes. In connection with the redemption, we paid approximately $ 19 million of redemption premiums, and wrote off approximately $ 12
million related to the carrying value of the unamortized debt issuance costs related to our Holdings Notes and approximately $4 million related to the carrying
value of the unamortized discount on the issuance of the Holdings Notes. See "—Financial Condition and Liquidity" for more information.

Other income, net
Other income, net relates to foreign currency exchange rate movements associated with intercompany receivables and payables that are short-term in

nature, and therefore required to be recognized in the statement ofoperations under U.S. GAAP. We recognized $ 1 million of other income, net for each of the
three months ended June 30, 2006 and 2005 as a result of favorable foreign currency exchange rate movements.
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Income tax benefit (expense)

We provided an income tax benefit of$2 million and income tax expense of$4 million for the three months ended June 30, 2006 and 2005, respectively.
The current quarter tax benefit related to a discreet period item that resulted from the completion in the current quarter ofan analysis of the allocation of our
operating expenses charged to affiliates. The analysis resulted in a higher percentage of operating expenses being allocated to foreign income, thereby reducing
foreign income taxes. In connection with the Acquisition we made a joint election with Time Warner under Section 338(h)(10) of the U.S. Internal Revenue
Code to treat the Acquisition as an asset purchase. There was no offsetting income tax benefit on U.S. domestic tax losses recognized due to the uncertain nature
of these deferred tax assets. Our income tax expense for the three months ended June 30, 2005 primarily relates to the tax provisions on foreign income.

Net loss
Our net loss declined $ 165 million, to a net loss of$ 14 million for the three months ended June 30, 2006 as compared to a net loss of$ 179 million for the

three months ended June 30, 2005. The decrease is primarily the result of increases in revenues and the absence ofcertain one—time expenses which were
included in the three months ended June 30, 2005, including the $73 million payment on termination of the Management Agreement, $29 million of one-time
compensation expenses and the $35 million loss on the repayment of the Holdings Notes, which are more fully discussed above.

Business Segment Results
Revenue, OIBDA and operating income (loss) by business segment are as follows:

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

Recorded Music
Revenue
OIBDA
Operating income

Music Publ'i'shii'ig
Revenue
OIBDAs',

Operating income

Co'r'porate audsRievenue Bliminattgns
Revenue
OI'BDA
Operating loss

Total
Revenue
OIBDA
Operating income (loss)

(unaudited) (unaudited)
(in millions)

$ 678 $ 588
$

'"': '92;,''": """':::":::"i "'$: ':,:.':.::.,": 47
$ 52 $ 6

$ 150 $ 161
$ :.::

i "," '123'"'.: "':::::';;:$ :';::''.:.'"'' ."28
$ 9 $ 13

$ (6) , $ (7)
$ : .:::::::,:.', ::'::::.":(29) ..:.,,:::,::::.::,-.:,,:$ ,::'::,:':,.'(I:,08')

$ (33) $ (111)

$ 822 $ 742
$ ,86:: ":,,:,':,$ ,',:::,'. ':,,,:P3)
$ 28 $ (92)

RecordedMusic
Recorded Music revenues increased by $90 million, or 15%, to $678 million for the three months ended June 30, 2006 from $588 million for the three

months ended June 30, 2005. Excluding a $4 million unfavorable impact of foreign currency exchange rate, Recorded Music revenues increased by $94 million,
or 16%, which was driven by an increase in digital sales of approximately $50 million and an increase in physical sales of$44
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million. Digital sales totaled $88 million, or 13% ofRecorded Music revenues for the three months ended June 30, 2006 compared to $38 million, or 6%, for the
three months ended June 30, 2005. Digital sales totaled $86 million, or 13% for the immediately preceding three months ended March 31, 2006. Worldwide
physical sales increased as a result of significant sales ofnew releases in the three months ended June 30, 2006, as well as increased sales of a number of
carryover and catalog releases. Domestic physical sales increased $ 18 million, and excluding the impact of foreign currency exchange rates, international
physical sales increased $26 million.

Recorded Music revenues represented 82% and 79% of consolidated revenues, prior to corporate and revenue eliminations, for the three months ended
June 30, 2006 and 2005, respectively. U.S. Recorded Music revenues were $347 million and $292 million, or 51% and 50% of consolidated Recorded Music
revenues for the three months ended June 30, 2006 and 2005, respectively. International Recorded Music revenues were $331 million and $296 million, or 49%
and 50% of consolidated Recorded Music revenues for the three months ended June 30, 2006 and 2005, respectively.

Recorded Music OIBDA increased by $45 million, to $92 million for the three months ended June 30, 2006 compared to $47 million for the three months
ended June 30, 2005. Expressed as a percentage ofRecorded Music revenues, Recorded Music OIBDA was 14% and 8% for the three months ended June 30,
2006 and 2005, respectively. The increase in OIBDA was primarily a result of the $90 million increase in revenues more fully described above and a $22 million
decrease in general and administrative expense, primarily due to the absence of a $20 million impact related to one—time compensation expenses consisting of a
one—time bonus to employees related to the Company's Initial Common Stock Offering and one—time payments to holders of restricted stock and stock options
primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value at the grant date. These increases in OIBDA
were offset by (i) a $20 million increase in product costs and a $6 million increase in distribution costs directly related to the increase in physical sales previously
described and (ii) a $24 million increase in artist and repertoire costs primarily related to increased royalty expense as a result of our increases in both physical
and digital sales previously described. As a percentage ofRecorded Music revenues, artist and repertoire costs were flat, excluding the impact of foreign
currency exchange rates, as compared to the prior—year quarter.

Recorded Music operating income was $52 million for the three months ended June 30, 2006 as compared to $6 million for the three months ended
June 30, 2006. Recorded Music operating income included the following components:

Three Months
Ended

June 30, 2006

Three Months
Ended

June 30, 2005

OIBDA'epreciation and amortization

(unaudited) (unaudited)
(in millions)

$ .— 92
"""

':—:;"';:;, ':;,,;':;;; ':',,$ 'x"" '.'47
(40) (41)

Oper'atiilg Incroma'

The $46 million increase in Recorded Music operating income related to the $45 million increase in Recorded Music OIBDA more fully discussed above,
and a decrease in Recorded Music depreciation and amortization of $ 1 million.

Music Publishing
Music Publishing revenues decreased $ 11 million, or 7%, to $ 150 million for the three months ended June 30, 2006 as compared to $ 161 million for the

three months ended June 30, 2005. Excluding prior—year revenue of $8 million from our sheet music business, which was sold in May 2005, Music Publishing
revenues
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declined $3 million, or 2%, and such decline was comprised ofa $4 million decrease in mechanical revenue and a $ 12 million decline in synchronization
revenue, offset by increases in performance revenue of $8 million and other revenues of $5 million. Mechanical revenue declines reflect prior-year industry
declines in physical record sales. Synchronization revenues declined as a result ofvariability in the film and television commercial markets as well as the timing
ofpayments received from key licensors of our copyrights. The increase in performance revenue reflects a change in the timing ofpayments received from a U.S.
performing rights organization. Other revenue consists primarily ofprint licensing fees and royalties from other sources such as stage productions. Music
Publishing revenues consisted of $62 million ofmechanical revenues, $58 million ofperformance revenues, $21 million of synchronization revenues, $4 million
ofrevenues from digital sales and $5 million ofother revenues. Digital sales represented 3% and 4% of Music Publishing revenues for the three months ended
June 30, 2006 and 2005, respectively. Music Publishing revenues represented 18% and 22% of consolidated revenues, prior to corporate and revenue
eliminations, for the three months ended June 30, 2006 and 2005, respectively.

Music Publishing OIBDA declined $5 million to $23 million for the three months ended June 30, 2006 as compared to $28 million for the three months
ended June 30, 2005. Excluding $ 1 million in prior year OIBDA from our sheet music business, OIBDA decreased by $4 million primarily as a result of the
decrease in revenues discussed above. Expressed as a percentage ofMusic Publishing revenues, Music Publishing OIBDA was 15% and 17% for the three
months ended June 30, 2006 and 2005, respectively.

Music Publishing operating income was $9 million for the three months ended June 30, 2006 as compared to $ 13 million for the three months ended
June 30, 2005. Music Publishing operating income includes the following components:

Three Months Ended

June 30, 2006

Three Months Ended

June 30, 2005

.OIBDA
Depreciation and amortization

(unaudited)

23
(14)

(in millions)
(unaudited)

(15)

Operating. iiIeome $ :,'

The $4 million decline in Music Publishing operating income related to the $5 million decrease in Music Publishing OIBDA, more fully discussed above,
and a $ 1 million decrease in depreciation and amortization.

Corporate Expenses and Eliminations
Corporate expenses before depreciation and amortization expense decreased $79 million to $29 million for the three months ended June 30, 2006 as

compared to $ 108 million for the three months ended June 30, 2005. Corporate expenses decreased primarily due to the lack ofa $73 million payment on
termination ofmanagement fee, described more fully above. Additionally, prior—year corporate expenses were impacted by $8 million of one—time payments to
holders of restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value
at the grant date.
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Nine Months Ended June 30, 2006 Compared to Nine Months Ended June 30, 2005
The following table summarizes our historical results ofoperations:

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Resvsesiiirees

Costs and expenses:
Cost of 'r'evenues(I)
Selling, general and administrative expenses
Amortization of iiitangibqe:asset''s,
Loss on termination ofmanagement agreement

(unaudited) (unaudited)
(in millions)

$.:2,6'62,'::,:,',,': ...„:,,:::.:::,::::$ ':::::::::::::,:'.:"'.::::,::.,:2:„5i9g

(1,384)::: .:: .'::.:.,::,::,,:',:::",::,":,:::::,:::::::::,::,(1,3"li7)

(918) (942)
(i'):-:,:::-::::: .:,:::::—:: (:140)

(73)

Total c'ostu ansd"exp'cuss'ess (2;44S)::,:-:::;;.:;*:::;.::::::,,j::::,,'::,-::,::(2;-'532')

'Operatmg inc'orm'e

Interest expense, net
Net investinent--related gatsns
Equity in the gains (losses) of equity-method inyestees, net
Loss on repayinent ofHoldings.Notes
Unrealized gain on warrants
Minoitsty Inteiest expense
Other income, net

(135) (140)

1 (1)
(35)
17

—"":::: ':::::::::::":-:: -::-:::::.'i::::::-":::::."'5):.

3 5

Inco'm'e (loss) before mco'mi'."'taxes
Income tax expense

Net income.(loss)

:,.86:::::: ', ''
-':.::l::;:::-:::,::,:,::,;,::l(93.)

(38) (46)

$ .,:::,;.,:, ..,48:..'.:;:,'::.:'.;-:;:, $ ,, :'„...,,,(13$ ')

(I) Includes depreciation expense of $32 million and $40 million for the nine months ended June 30, 2006 and 2005, respectively.

Consolidated Hisrorical Results
Revenues

Our revenues increased $65 million, or 3%, to $2.662 billion for the nine months ended June 30, 2006 as compared to $2.597 billion for the nine months
ended June 30, 2005. Excluding a $62 million unfavorable impact of foreign currency exchange rates and prior—year revenue of$34 million related to our sheet
music business, which was sold in May 2005, total revenue increased by $ 161 million, or 6%, primarily due to significant increases in digital sales. Recorded
Music revenues increased by $ 125 million, to $2.274 billion for the nine months ended June 30, 2006. Excluding the impact of foreign currency exchange rates,
Recorded Music revenues increased by $ 173 million or 8%, primarily driven by an increase in worldwide Recorded Music digital sales of$ 148 million and an
increase in worldwide Recorded Music licensing revenue and physical sales of $25 million. Music Publishing revenues declined by $60 million, to $410 million
for the nine months ended June 30, 2006. Excluding the impact of foreign currency exchange rates and the prior year revenue related to our sheet music
business, Music Publishing revenue declined $ 12 million, or 3%. International operations represented $ 1.380 billion ofconsolidated revenues for each of the nine
months ended June 30, 2006 and 2005, comprising 52% and 53% of total revenues, respectively.

Overall digital revenues grew $ 147 million to $251 million for the nine months ended June 30, 2006 as compared to $ 104 million for the nine months
ended June 30, 2005. Digital revenues represented 9% and 4% of consolidated revenues for the nine months ended June 30, 2006 and 2005, respectively. Total
digital revenues for the nine months ended June 30, 2006 were comprised ofU.S revenues of $ 181 million, or 72% of total digital
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revenues, and international revenues of $70 million, or 28% of total digital revenues. The increase in digital revenues resulted from continued efforts to develop
our digital business including efforts to further monetize existing content through new formats and new distribution channels and the increased usage of legal,
online and mobile distribution channels for the music industry.

See "Business Segment Results" presented hereinafter for a discussion of revenue by business. segment.

Cost ofrevenues
Our cost of revenues increased by $7 million, or 1%, to $ 1.384 billion for the nine months ended June 30, 2006 as compared to $ 1.377 billion for the nine

months ended June 30, 2005. Expressed as a percent of revenues, cost of revenues was 52% and 53% for the nine months ended June 30, 2006 and 2005,
respectively. Excluding a $38 million favorable impact of foreign currency exchange rates and $22 million of expenses related to our sheet music business, which
was sold in May 2005, our cost of revenues increased $67 million, or 5%. The increase was primarily due to an increase in product costs of $45 million, directly
related to our higher physical sales and a $22 million increase in artist and repertoire and licensing expenses related primarily to increased royalty expense as a
result of our increases in physical and digital sales.

Selling, genera! and administrative expenses
Our selling, general and administrative expenses decreased by $24 million, or 3%, to $918 million for the nine months ended June 30, 2006 as compared to

$942 million for the nine months ended June 30, 2005. Expressed as a percent of revenues, selling, general and administrative expenses were 34% and 36% for
the nine months ended June 30, 2006 and 2005, respectively. Excluding a $ 17 million benefit of foreign currency exchange rates and $ 11 million of expenses
related to our sheet music business, selling, general and administrative expenses increased by $4 million. The increase primarily related to (i) a $35 million
increase in selling and marketing due to the timing ofmarketing costs incurred in relation to our product release schedule in the current period and (ii) a $7
million increase in distribution costs related to our increase in physical sales. These increases were offset by an $ 18 million decrease in general and
administrative expenses, primarily due to the absence of $29 million of one—time compensation expenses recorded in the nine months ended June 30, 2005,
consisting of a $ 10 million one—time bonus to employees related to the Company's Initial Common Stock Offering and $ 19 million ofone-time payments to
holders of restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value
at the grant date and $6 million of management fees incurred related to the terminated Management Agreement described below. This was partially offset by a
severance payment of $8 million related to the departure of the chairman ofWMI recorded in the nine months ended June 30, 2006. Additionally, the increase
was offset by an $8 million decrease in depreciation expense, discussed more fully below. Stock compensation expense amounted to $ 12 million for the nine
months ended June 30, 2006 and $ 18 million for the nine months ended June 30, 2005.

Loss on termination ofmanagement agreement
Concurrent with our Initial Common Stock Offering, the Investor Group terminated the Management Agreement. Under the Management Agreement, we

were required to pay the Investor Group annual fees in consideration for ongoing consulting and management advisory services and transaction based fees for
services provided in connection with any future acquisition, disposition, or financing. The Investor Group terminated the Management Agreement on May 10,
2005 and on May 16, 2005 we paid a $73 million termination fee.

45

Source: Warner Music Group C, 10-Q, August 03, 2006



Table of Contents
Reconciliation ofConsolidated Historical OIBDA to Operating Income andNet Income (Loss)

As previously described, we use OIBDA as our primary measure of financial performance. The following table reconciles OIBDA to operating income and
further provides the components from operating income to net income (loss) for purposes of the discussion that follows:

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

OIBDA
Depreciation expense
Am'ohttzation:exillense

Opserrating income

Interest:expense; net
Net investment—related gains
Equity irt the gains (losses) of equity-'. meth'o'd.invite'ed„nest:
Loss on repayment ofHoldings Notes
Unrealized:gain,on warrants,
Minority interest expense
Other'iricoimod„net

Income'fil'oss) before 'income tares,
Income tax expense

Net,income'(less)

(unaudited)
(in m

$:,:,I::-"":392

"'32)

(143)

''I'.7

(135)

.3"

(38)

',::::;:-:$ 'r,:::...:-.'::::::."',:,48::ik

(unaudited)
iilions)

(40)
I(140)

(140).
I

{I)
(35)
'1'7

(5)

,," (93).
(46)

$ .':,:::,:,,::„":,!(i1,39),

OIBDA

Our OIBDA increased $ 147 million to $392 million for the nine months ended June 30, 2006 as compared $245 million for the nine months ended
June 30, 2005. Expressed as a percentage of revenues, total OIBDA margin was 15% for the nine months ended June 30, 2006 as compared to 9% for the nine
months ended June 30, 2005. The increase was primarily a result of the increase in Recorded Music revenue and the absence of certain one—time expenses which
were included in the nine months ended June 30, 2005, including the $73 million payment on termination of the Management Agreement and $29 million of
one—time compensation expenses, consisting of a $ 10 million one—time bonus to employees related to the Company's Initial Common Stock Offering and $ 19
million of one—time payments to holders of restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at
prices that were below fair value at the grant date, which are more fully discussed above. See "Business Segment Results" presented hereinafter for a discussion
of OIBDA by business segment.

Depreciation expense
Our depreciation expense decreased by $8 million to $32 million for the nine months ended June 30, 2006 as compared to $40 million for the nine months

ended June 30, 2005. The decrease primarily relates to lower capital spending since the date of the Acquisition.

Amortization expense
Our amortization expense increased by $3 million, or 2%, to $ 143 million for the nine months ended June 30, 2006 as compared to $ 140 million for the

nine months ended June 30, 2005. The increase is due to various acquisitions of recorded music catalogs and music publishing copyrights since the prior—year.
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Operating income

Our operating income increased $ 152 million, to $217 million for the nine months ended June 30, 2006 as compared to $65 million for the nine months
ended June 30, 2005. The increase in operating income was primarily a result of the increase in OIBDA and the decrease in depreciation expense, which are more
fully discussed above. See "Business Segment Results" presented hereinatter for a discussion of operating income by business segment.

interest expense, net
Our interest expense decreased $5 million to $ 135 million for the nine months ended June 30, 2006 as compared to $ 140 million for the nine months ended

June 30, 2005. The nine months ended June 30, 2005 include several months of interest expense related the outstanding Holdings Floating Rate Notes and
Holdings PIK Notes, which were issued in December 2004 and fully redeemed in June 2005, as well as the Holdings Discount Notes, which were issued in
December 2004 and partially redeemed in June 2005. The decline is partially offset by interest expense related to an additional outstanding term loan of $250
million borrowed in May 2005, which is reflected in only one of the nine months ended June 30, 2005, as well as higher interest rates on outstanding debt during
the current period. See "—Financial Condition and Liquidity" for more information.

Net investment— relatedgains
We recognized a $ 1 million investment-related gain for the nine months ended June 30, 2005 primarily related to the sale of our interest in an

equity—method investment. We did not recognize any investment—related gains or losses for the nine months ended June 30, 2006.

Equity in the gains (losses) ofequity—method investees, net
The nine months ended June 30, 2006 includes $ 1 million ofequity in the gains of equity—method investees, as compared to $ 1 million of equity in the

losses of equity—method investees during the nine months ended June 30, 2005.

Loss on repayment ofHoldings Notes
In June 2005 we redeemed all of the outstanding Holdings Floating Rate Notes, all of the outstanding Holdings PIK Notes and 35% of the outstanding

Holdings Discount Notes. In connection with the redemption, we paid approximately $ 19 million of redemption premiums, and wrote off approximately $ 12
million related to the carrying value of the unamortized debt issuance costs related to our Holdings Notes and approximately $4 million related to the carrying
value of the unamortized discount on the issuance of the Holdings Notes. See "—Financial Condition and Liquidity" for more information.

Unrealizedgain on warrants
We recognized a $ 17 million unrealized gain to mark-to—market the value of the warrants issued to Time Warner in connection with the Acquisition for

the nine months ended June 30, 2005. In connection with the Company's Initial Common Stock Offering, we repurchased the warrants at a cost of approximately
$ 138 million, which approximated fair value at that date.

Minorityinterest expense
We recognized minority interest expense of$5 million for the nine months ended June 30, 2005. This expense related to dividends on preferred stock of

Holdings that was held directly by the Investor Group and was issued in connection with the initial funding of the purchase price for the Acquisition effective
March 1, '2004. The preferred stock was fully redeemed in December 2004 from the proceeds of the Holdings Notes. As such, there is no comparable charge
recognized during the nine months ended June 30, 2006.
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Other Income, net .

We recognized $3 million and $5 million of other income, net for the nine months ended June 30, 2006 and 2005, respectively. Other income, net relates to
favorable foreign currency exchange rate movements associated with inter company receivables and payables that are short—term in nature, and therefore
required to be recognized in the statement of operations under U.S. GAAP.

Income tax expense
We provided income tax expense of $38 million for the nine months ended June 30, 2006 as compared to $46 million for the nine months ended June 30,

2005. The tax provision for the nine months ended June 30, 2006 included a discreet period item that resulted from the completion in.the current period of an
analysis of the allocation of our operating expenses charged to affiliates. The analysis resulted in a higher percentage of operating expenses being allocated to
foreign income, thereby reducing foreign income taxes. In connection with the Acquisition we made a joint election with Time Warner under Section 338(h)(10)
of the U.S. Internal Revenue Code to treat the Acquisition as an asset purchase. There was no offsetting income tax benefit on U.S. domestic tax losses
recognized due to the uncertain nature of these deferred tax assets. Our income tax expense for the nine months ended June 30, 2006 and 2005 primarily relates
to the tax provisions on foreign income.

¹t income {Joss)

Our net income increased by $ 187 million, to net income of $48 million for the nine months ended June 30, 2006 as compared to a net loss of $ 139 million
for the nine months ended June 30, 2005. The increase in net income is primarily the result of the absence ofcertain one-time expenses which were included in
the nine months ended June 30, 2005, including the $73 million payment on termination of the Management Agreement, $29 million of one—time compensation
expenses and the $35 million loss on repayment of the Holdings Notes, which are more fully discussed above.

Business Segment Results
Revenue, OIBDA and operating income (loss) by business segment are as follows:

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Recordedr:lVliisic

Revenue

'OIBDA'perating
income

Musi'c:P'ublishing .:.::.:.:::::,::-'::::.:.::,—,,,:::::,:.:,:.:::::::-':::::::.'::::

Revenue

OIBDA'perating income

Corpoiateaarid Revenue Elim)notions
Revenue
OISDIA
Operating (loss)

Total
Revenue

Operating income

(unaudited)
(in millions)

$ 2,274
$ '":::,,::::3:79-"

$ 258

$ 410
I:::::.. ~':-.::-:-:::-.91.

$ 47

$ (22)
$ ::::::::::::::::;:::::::::::::-:i "(78)
$ (88)

$ 2,662
$ .. 3.,92

$ 217

(unaudited)

$ 2,149

$ 188

$ 470
$ -':" 99
$ 55

$ (22)
$ :::::,:::i"::I(1'''67~);

$ (178)

$ 2,597
$ ...:.,:,,, 245
$ 65
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Recorded Music
Recorded Music revenues increased by $ 125 million, or 6%, to $2.274 billion for the nine months ended June 30, 2006 from $2.149 billion for the nine

months ended June 30, 2005. Excluding a $48 million unfavorable impact of foreign currency exchange rates, Recorded Music revenues increased by $ 173
million, or 8%, which was primarily driven by an increase in digital sales of $ 148 million and an increase in licensing revenue and physical sales of $25 million.
Digital sales totaled $238 million, or 10% ofRecorded Music revenues for the nine months ended June 30, 2006 and $90 million, or 4%, for the nine months
ended June 30, 2005.

Recorded Music revenues represented 85% and 83% ofconsolidated revenues, prior to corporate and revenue eliminations, for the nine months ended
June 30, 2006 and 2005, respectively. U.S. Recorded Music revenues were $ 1.115 billion and $ 1.001 billion, or 49% and 47% of consolidated Recorded Music
Revenues for the nine months ended June 30, 2006 and 2005, respectively. International Recorded Music revenues were $ 1.159 billion and $ 1.148 billion, or
51% and 53% of consolidated Recorded Music Revenues for the nine months ended June 30, 2006 and 2005, respectively.

Recorded Music OIBDA increased by $66 million, or 21%, to $379 million for the nine months ended June 30, 2006 compared to $313 million for the
nine months ended June 30, 2005. Expressed as a percentage ofRecorded Music revenues, Recorded Music OIBDA was 17% and 15% for the nine months
ended June 30, 2006 and 2005, respectively. Excluding a $3 million unfavorable impact of foreign currency exchange rates, OIBDA increased $69 million, or
22%, primarily as a result of the $ 173 million increase in revenues more fully described above, offset by (i) a $45 million increase in product costs, due primarily
to the increase in physical sales and to increased sales of special edition physical products, such as CD/DVD box sets in the current period, (ii) a $27 million
increase in artist and repertoire costs and licensing costs due primarily to increased royalty expense related to our increases in physical and digital sales and (iii) a
$34 million increase in selling and marketing costs related to the timing ofmarketing costs incurred related to our product release schedule in the current period
and as well as a larger number of releases that sold in excess of one million units as compared to the prior year period. General and administrative costs declined
$ 12 million due to prior—year one-time bonuses to employees related to the Company's Initial Common Stock Offering and one-time payments to holders of
restricted stock and stock options primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value at the
grant date amounting to $20 million, offset by the $8 million severance payment made related to the departure of the chairman ofWMI in the nine months ended
June 30, 2006.

Recorded Music operating income was $258 million for the nine months ended June 30, 2006 as compared to $ 188 million for the nine months ended
June 30, 2005. Recorded Music operating income included the following components:

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

OIBDA"
Depreciation and amortization

Otjerating:income

(unaudited) (unaudited)
(in millions)

' '':::: 379,::::::::,::::::',,':,,-::::::::::::--:" $ : ',: 3:13

(121) (125)

,." .:::: 2'58 ':...;::; ':: .$"':'.:"'.:: I::88

The $70 million increase in Recorded Music operating income related to the $66 million increase in Recorded Music OIBDA, more fully discussed above,
and a decrease in Recorded Music depreciation and amortization of$4 million.

Music Publishing
Music Publishing revenues decreased to $410 million for the nine months ended June 30, 2006 as compared to $470 million for the nine months ended

June 30, 2005. Excluding a $ 14 million unfavorable impact of foreign
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currency exchange rates, and prior—year revenue of$34 million of revenue &om our sheet music business, which was sold in May 2005, Music Publishing
revenues declined $ 12 million, or 3%, which was comprised of a $ 16 million decrease in mechanical revenue and a $ 14 million decline in synchronization
revenue, offset by an $8 million increase in performance revenue and a $ 11 million increase in other revenues. Mechanical revenue declines reflect prior—year
industry declines in physical record sales. Synchronization revenues declined as a result of variability in the film and television commercial markets as well as
the timing ofpayments from key licensors of our copyrights. The increase in performance revenue reflects a change in the timing ofpayments received from a
U.S. performing rights organization. Other revenue consists primarily ofprint licensing fees and royalties from other sources such as stage productions. Music
Publishing revenues consisted of $ 179 million ofmechanical revenues, $ 145 million ofperformance revenues, $59 million of synchronization revenues, $ 13

million of revenues from digital sales and $ 14 million of other revenues. Digital sales represented 3% ofMusic Publishing revenues for the nine months ended
June 30, 2006 and 2005. Music Publishing revenues represented 15% and 18% of consolidated revenues, prior to corporate and revenue eliminations, for the nine
months ended June 30, 2006 and 2005, respectively.

Music Publishing OIBDA decreased $8 million to $91 million for the nine months ended June 30, 2006 as compared to $99 million for the nine months
ended June 30, 2005. Expressed as a percent ofMusic Publishing revenues, Music Publishing OIBDA was 22% and 21% for the nine months ended June 30,
2006 and 2005, respectively. Excluding a $ 1 million unfavorable impact of foreign currency exchange rates, and prior-year OIBDA of$ 1 million from our sheet
music business, which was sold in May 2005, Music Publishing OIBDA decreased $6 million, primarily as a result of the $ 12 million decrease in revenue more
fully discussed above, which was offset by a $6 million decrease in royalty expenses related to the decrease in revenue discussed above.

Music Publishing operating income decreased to $47 million for the nine months ended June 30, 2006 as compared to $55 million for the nine months
ended June 30, 2005. Music Publishing operating income includes the following components:

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

OIBDA'epreciation and amortization

(unaudited) (unaudited)
(ln millions)

(44) (44)

Op'e'ratiiig:irico6'ido

The $8 million decrease in Music Publishing operating income related to the $8 million decrease in Music Publislfing OIBDA, more fully discussed above,

Corporate Expenses andEliminations
Corporate expenses before depreciation and amortization expense decreased by $89 milfion to $78 million for the nine months ended June 30, 2005,

compared to $ 167 million for the nine months ended June 30, 2004, Corporate expenses primarily decreased due to the prior year $73 million payment on
termination ofManagement Agreement, more fully described above, as well as the absence ofmanagement fees amounting to $6 million related to such
Management Agreement. Corporate expenses for the nine months ended June 30, 2005 also included $8 million of one-time compensation expenses consisting
of a one-time bonus to employees related to the Company's Initial Common Stock Offering and one-time payments to holders of restricted stock and stock
options primarily to compensate them for certain amounts related to stock awards issued at prices that were below fair value at the grant date.
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FINANCIAL CONDITION AND LIQUIDITY
Financial Condition

At June 30, 2006, we had $2.251 billion ofdebt, $306 million of cash and equivalents, $29 million of short—term investments (net debt of $ 1.916 billion,
defined as total debt less cash and equivalents and short-term investments) and $80 million ofshareholders'quity. This compares to $2.246 billion ofdebt,
$288 million of cash and equivalents (net debt of $ 1.958 billion) and $89 million ofshareholders'quity at September 30, 2005. Net debt decreased by $42
million as a result of (i) an $ 18 million increase in cash and equivalents, (ii) a $29 million increase in short-term investments and (iii) a $ 13 million reduction of
debt related to our quarterly repayments of our term loans under the senior secured credit facility. The declines were offset by a $6 million impact of foreign
currency exchange rates on our Sterling-denominated notes and $ 12 million accretion of our Holdings Discount Notes.

Short—term investments include high-quality, investment grade securities such as taxable auction rate securities as well as commercial paper and corporate
bonds with maturities greater than 90 days but less than one year. We have expanded our investment portfolio in order to increase yield while maintaining safety
ofprincipal consistent with an investment policy approved by the Board ofDirectors.

The $9 million decrease in shareholders'quity during the nine months ended June 30, 2006 consisted of $48 million ofnet income for the nine months
ended June 30, 2006, deferred gains on derivative financial instruments of$ 12 million and stock compensation of $ 12 million for the nine months ended June 30,
2006. These increases were primarily offset by $76 million of dividends, which was comprised of our $ 19.3 million dividend declared on October 3, 2005 and
paid on November 23, 2005, our $ 19.3 million dividend declared on December 29, 2005 and paid on February 17, 2006, our $ 19.3 million dividend declared on
March 14, 2006 and paid on May 3, 2006, and our $ 19.3 million dividend declared on June 7, 2006 and paid on July 27, 2006.

Cash Plows
The following table summarizes our historical cash flows. The financial data for the nine months ended June 30, 2006 and 2005 are unaudited and are

derived from our interim financial statements included elsewhere herein.

Nine Months
Ended

June 30, 2006

Nine Months
Ended

June 30, 2005

Cadh providbd by':(use8sin)J„,
Operating activities
I'nvestliig activltte's
Financing activities

(unaudited)

$ 223
(I"42')

(68)

(in millions)
(unaudited)

$ 172
(54')i',

(407)

Operating Activities
Cash provided by operations was $223 million for the nine months ended June 30„2006 compared to $ 172 million for the nine months ended June 30,

2005. The $51 million increase reflects the prior-year payment of the $73 million fee as a result of the termination of the Management Agreement, higher
interest payments in the prior—year related to the additional Holdings debt outstanding, prior-year cash payments of $ 10 million to our employees in connection
with the Company's Initial Common Stock Offering and cash payments for certain of the other one-time special bonuses paid to certain holders of restricted
stock and stock options and cash paid in the prior-year in relation to our restructuring plan. The current-year cash provided by operations reflects higher cash
collections due to consistently higher sales, offset by higher royalty advance payments in connection with contractual obligations and the timing of releases and
additional royalty payments related to the timing ofreleases.
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Investing Activities

Cash used in investing activities was $ 142 million for the nine months ended June 30, 2006 compared to $54 million for the nine months ended June 30,
2005. The $ 142 million ofcash used in investing activities in the nine months ended June 30, 2006 primarily reflects $63 million, net of cash acquired, paid for
the completion of our acquisition of Ryko, $29 million of cash invested in auction-rate securities and other short—term investments, $ 18 million of capital
expenditures as well as several small acquisitions in Australia, Singapore and South Africa. The $54 million of cash used in investing activities in the nine
months ended June 30, 2005 primarily reflects $20 million ofcapital expenditures, the acquisition of an additional 30% interest in Maverick and various
acquisitions ofmusic publishing copyrights offset by $50 million ofproceeds from the sale of certain assets.

Financing Activities
Cash used in financing activities was $68 million for the nine months ended June 30, 2006, a $339 million decrease as compared to $407 million for the

nine months ended June 30, 2005. Cash used in financing activities for the nine months ended June 30, 2006 consisted of our quarterly repayment of debt and the
payment of dividends. Cash used in financing activities for the nine months ended June 30, 2005 primarily relates to the repayment of a portion of the Holdings
Notes for $574 million, quarterly term loan debt repayments of $ 10 million, the returns of capital paid to the Investor Group of $917 million, the $209 million
redemption of subsidiary preferred stock as part of the Holdings Refinancing and $ 138 million paid to repurchase the three-year warrants from Time Warner.
These uses of cash were offset principally by $525 million ofnet proceeds after stock-issuance costs from the Company's Initial Common Stock Offering, $681
million of net proceeds after debt-issuance costs from the issuance of debt as part of the Holdings Refinancing and $247 million ofnet proceeds after
debt-issuance costs from the additional term loan borrowings under the senior secured credit facility.

Liquidity
Our primary sources of liquidity are the cash flow generated from our subsidiaries'perations, availability under the undrawn $250 million (less $2

million ofoutstanding letters of credit as of June 30, 2006) revolving credit portion of our senior secured credit facility and available cash and equivalents and
short—term investments. These sources of liquidity are needed to fund our debt service requirements, working capital requirements, capital expenditure
requirements, regular quarterly dividends and the remaining one—time costs associated with the execution ofour restructuring plan. We believe that our existing
sources of cash will be sufficient to support our existing operations over the next twelve months.

As of June 30, 2006, our long-term debt consisted of $ 1.417 billion ofborrowings (including $ 17 million of debt that is classified as a current obligation)
under the term loan portion of our senior secured credit facility, $648 million ofAcquisition Corp. senior subordinated notes and $ 186 million ofHoldings
Discount Notes. There were no borrowings under the revolving portion ofour senior secured credit facility as of June 30, 2006.

Senior Secured Credit Facility
The senior secured credit facility consists of a $ 1.417 billion outstanding term loan portion and a $250 million revolving credit portion. The term loan

portion of the facility matures in February 2011. We are required to prepay outstanding term loans, subject to certain exceptions and conditions, with excess cash
flow or in the event of certain asset sales and casualty and condemnation events and incurrence of debt. We are required to make minimum repayments under the
term loan portion of our facility in quarterly principal amounts ofapproximately $4 million through November 2010, with a remaining balloon payment in
February 2011. The revolving credit portion of the senior secured credit facility matures in February 2010. There are no mandatory reductions in borrowing
availability for the revolving credit portion of the facility through its term.

Borrowings under both the term loan and revolving credit portion of the senior secured credit facility currently bear interest at a rate equal fo an appficable
margin plus, at our option, either (a) a base rate determined
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by reference to the higher of (I) the prime rate of Bank ofAmerica, N.A. and (2) the federal funds rate plus /2 of 1% or (b) a LIBOR rate determined by
reference to the costs of funds for deposits in the currency of such borrowing for the interest period relevant to such borrowing adjusted for certain additional
costs. As of June 30, 2006, the applicable margins with respect to base rate borrowings and LIBOR borrowings were 1.25% and 2.25%, respectively, for
borrowings under the revolving credit facility. The applicable margins are variable subject to changes in certain leverage ratios. For borrowings under the term
loan facility, the margins with respect to the base rate borrowings and LIBOR borrowings are 1.00% and 2.00%, respectively, but will be 0.75% and 1.75%,
respectively if the senior secured debt ofAcquisition Corp. is rated at least BB by S&P and at least Ba2 by Moody's. As ofAugust 2, 2006, our term loan facility
was rated B+ by S&P and Ba2 by Moody's.

In addition to paying interest on outstanding principal under the senior secured credit facility, we are required to pay a commitment fee to the lenders
under the revolving credit facility in respect of the unutilized commitments. As of June 30, 2006, the commitment fee rate was 0.375%. The commitment fee rate
is variable subject to changes in certain of our leverage ratios. We also are required to pay customary letter ofcredit fees, as necessary.

The senior secured credit facility contains a number of covenants that, among other things, restrict, subject to certain exceptions, our ability and the ability
ofour subsidiaries to sell assets, incur additional indebtedness or issue preferred stock, repay other indebtedness, pay dividends and distributions or repurchase
capital stock, create liens on assets, make investments, loans or advances, make certain acquisitions, engage in mergers or consolidations, engage in certain
transactions with affiliates, amend certain material agreements, change the business conducted by us and enter into agreements that restrict dividends from
subsidiaries. In addition, the senior secured credit facility requires us to maintain the following financial covenants: a maximum total leverage ratio and a
minimum interest coverage ratio, both tested quarterly, and a maximum annual capital expenditures limitation.

Senior SubordinatedNotes ofAcquisition Corp.
Acquisition Corp. has outstanding two tranches of senior subordinated notes due 2014: $465 million principal amount ofU.S. dollar-denominated notes

and 6100 million principal amount of Sterling—denominated notes (collectively, the "Senior Subordinated Notes"). The Senior Subordinated Notes mature on
April 15, 2014. The Senior Subordinated Notes bear interest at a fixed rate of 7 /8% per annum on the $465 million dollar notes and 8 '/8% per annum on the
f.100 million Sterling notes. The indenture governing the notes limits our ability and the ability of our restricted subsidiaries to incur additional indebtedness or
issue certain preferred shares, to pay dividends on or make other distributions in respect of its capital stock or make other restricted payments, to make certain
investments; to sell certain assets, to create liens on certain debt without securing the notes, to consolidate, merge, sell or otherwise dispose of all or substantially
all of our assets, to enter into certain transactions with affiliates and to designate our subsidiaries as unrestricted subsidiaries. Subject to certain exceptions, the
indenture governing the notes permits us and our restricted subsidiaries to incur additional indebtedness, including secured indebtedness, and to make certain
restricted payments and investments.

Holdings Notes
In December 2004, Holdings issued the Holdings Notes. In connection with the Company's Initial Common Stock Offering, we used $517 million of

proceeds from the offering along with $57 million ofavailable cash to redeem certain of the Holdings Notes outstanding. As ofJune 30, 2006, Holdings had
$ 186 million of debt on its balance sheet relating to such securities, net of issuance discounts.

The Holdings Floating Rate Notes were redeemed in full on June 15, 2005. From the issuance date through the redemption date, the notes bore interest at a
quarterly floating rate based on six-month LIBOR rates plus a margin equal to 4.375%. Interest was payable quarterly in cash beginning on March 15, 2005.

The Holdings Discount Notes were issued at a discount and had an initial accreted value of $630.02 per $ 1,000 principal amount at maturity. Prior to
December 15, 2009, no cash interest payments are required.
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However, interest accrues on the Holdings Discount Notes in the form of an increase in the accreted value of such notes such that the accreted value of the
Holdings Discount Notes will equal the principal amount at maturity on December 15, 2009. Thereafter, cash interest on the Holdings Discount Notes is payable
semiannually at a fixed rate of 9.5% per annum. The Holdings Discount Notes mature on December 15, 2014. The Company redeemed 35% of the Holdings
Discount Notes on June 15, 2005.

The Holdings PIK Notes were redeemed in full on June 15, 2005. From the date of issuance through the date of redemption, the notes bore interest at a
semi—annual floating rate based on six—month LIBOR rates plus a margin equal to 7%. Interest was accrued in the form of additional PIK notes at the election of
the Company. Such amounts were also repaid in connection with the redemption.

The terms of the indentures governing the Acquisition Corp. Senior Subordinated Notes and Holdings Discount Notes significantly restrict Acquisition
Corp., Holdings and other subsidiaries from paying dividends and otherwise transferring assets to us. For example, the ability ofAcquisition Corp. and Holdings
to make such payments is governed by a formula based on 50% of each of their consolidated net income (which, as defined in the indentures governing such
notes, excludes goodwill impairment charges and any after—tax extraordinary, unusual or nonrecurring gains and losses) accruing from June 1, 2004 and July 1,

2004, respectively. In addition, as a condition to making such payments to us based on such formula, Acquisition Corp. and Holdings must each have an adjusted
EBITDA to interest expense rafio ofat least 2.0 to 1 afler giving effect to any such payments. Acquisition Corp. may also make a restricted payment prior to
April 15, 2009 if, immediately after giving pro forma effect to such restricted payment and any indebtedness incurred to finance such restricted payment, its net
indebtedness to adjusted EBITDA ratio would not exceed 3.75 to I and its net senior indebtedness to adjusted EBITDA ratio would not exceed 2.50 to l. In
addition, Holdings may make a restricted payment if, immediately afler giving pro forma effect to such restricted payment and any indebtedness incurred to
finance such restricted payment, its net indebtedness to adjusted EBITDA ratio would not exceed 4.25 to 1.0. Notwithstanding such restrictions, the indentures
permit an aggregate of $45.0 million and $75.0 million of such payments to be made by Acquisition Corp. and Holdings, respectively, whether or not there is
availability under the formula or the conditions to its use are met. Acquisition Corp.'s senior secured credit agreement permits Acquisition Corp. to make
additional restricted payments to Holdings, the proceeds ofwhich may be utilized by Holdings to make additional restricted payments, in an aggregate amount
not to exceed $ 10.0 million (such amount subject to increase to $35.0 million if the leverage ratio as of the last day of the immediately preceding four fiscal
quarters was less than 4.0 to I and to $50.0 million if the leverage ratio as of the last day of the immediately preceding four fiscal quarters was less than 3.5 to 1),
and subject to further increase in an amount equal to 50% of cumulative excess cash flow that is not otherwise applied pursuant to Acquisition Corp.'s senior
secured credit agreement, and, in addition, permits Acquisition Corp. to make restricted payments to Holdings, the proceeds ofwhich may be utilized by
Holdings to make additional restricted payments not to exceed $90 million in any fiscal year, provided that the proceeds of such restricted payments shall be
applied solely to pay cash dividends on the Company's common stock. Furthermore, Holdings'ubsidiaries will be permitted under the terms ofAcquisition
Corp.'s existing senior secured credit agreement, as it may be amended, and under other indebtedness, to incur additional indebtedness that may restrict or
prohibit the making of distributions, the payment of dividends or the making of loans by such subsidiaries to Holdings.

Initial Common Stook Opening
In May 2005, we completed the Initial Common Stock Offering. Prior to the consummation of the Initial Common Stock Offering, we, among other

things, renamed all ofour outstanding shares ofClass A Common Stock as common stock and authorized an approximately 1,139 for 1 split of our common
stock. We contributed the net proceeds from the Initial Common Stock Offering of$517 million to Holdings as an equity capital contribution. Holdings used all
of such funds and approximately $57 million of cash received through dividends from Acquisition Corp. to redeem all outstanding Holdings Floating Rate Notes,
all outstanding Holdings PIK Notes and 35% of the aggregate principal amount of the outstanding Holdings Discount Notes, including redemption premiums and
interest obligations through the date of redemption.
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Dividends

We intend to pay regular quarterly dividends on our common stock outstanding in an amount not to exceed $80 million per year. Any decision to declare
and pay dividends in the future will be made at the discretion of our board ofdirectors and will depend on, among other things, our results of operations, cash

requirements, financial condition, contractual restrictions and other factors our board of directors may deem relevant.

On October 3, 2005, December 29, 2005, March 14, 2006 and June 7, 2006, we declared dividends on our outstanding common stock at a rate of $0.13 per
share. The dividends were paid on November 23, 2005, February 17, 2006, May 3, 2006 and July 27, 2006, respectively, except for the portion of the dividends
with respect to unvested restricted stock, which will be paid at such time as such shares become vested.

During the nine months ended June 30, 2006, 2,479,501 shares of restricted stock purchased by or awarded to certain employees of the Company vested.

Covenant Compliance
Our senior secured credit facility requires us to maintain certain covenants including a Leverage Ratio and an Interest Coverage Ratio, as such terms are

defined in the credit facility. The credit facility also contains covenants that, among other things, restrict our ability to incur additional debt. The occurrence of an
event of default under the credit facility could result in all amounts outstanding under the facility to be immediately due and payable, which could have a material
adverse impact on our results of operations, financial position and cash flow. As of June 30, 2006, we were in compliance with all covenants under the credit
facility.

Our borrowing arrangements, including the Holding Notes and the Acquisition Corp. Subordinated Notes contain certain financial covenants, which limit
the ability of our restricted subsidiaries as defined in the indentures governing the notes to, among other things, incur additional indebtedness, issue certain
preferred shares, pay dividends, make certain investments, sell certain assets, and consolidate, merge, sell or otherwise dispose of all, or some of, our assets. In
order for Acquisition Corp. and Holdings Corp. to incur additional debt or make certain restricted payments using certain exceptions provided for in the
indentures governing the Acquisition Corp Subordinated Notes and the Holdings Notes, the Fixed Charge Coverage Ratio, as defined in the indentures
agreements governing the notes, must exceed a 2.0 to 1.0 ratio. Fixed Charges are defined in the indentures governing the Holdings Notes and the Acquisition
Corp. Subordinated Notes as consolidated interest expense excluding certain non—cash interest expense.

In order for Acquisition Corp. to make certain restricted payments, including payments to Holdings on a pro forms basis after giving effect to such
payments, its Net Indebtedness to Adjusted EBITDA ratio and Net Senior Indebtedness to Adjusted EBITDA ratio, as defined in the indenture agreement
governing the Acquisition Corp. Subordinated Notes, need to be lower than 3.75x and 2.5x, respectively, at the time of the restricted payment. In order for
Holdings to make certain restricted payments, including payments to Warner Music Group Corp., its Net Indebtedness to Adjusted EBITDA ratio, as defined in
the indenture agreement governing the Holdings Notes, needs to be lower than 4.25x at the time of the restricted payment.

Acquisition Corp. and Holdings may make additional restricted payments using certain other exceptions provided for in the indentures governing the
Acquisition Corp. Subordinated Notes and Holdings Notes, respectively.

Summary
Management believes that future funds generated from our operations and available borrowing capacity will be sufficient to fund our debt service

requirements, working capital requirements, capital expenditure requirements, payment of regular dividends on our common stock and the remaining one—time
costs associated with the execution of the restructuring plan for the foreseeable future. However, our ability to continue to fund these items and to reduce debt
may be affected by general economic, financial, competitive, legislative and regulatory factors, as well as other industry—specific factors such as the ability to
control music piracy.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As discussed in Note 22 to our audited consolidated financial statements for the twelve months ended September 30, 2005, the Company is exposed to

market risk arising from changes in market rates and prices, including movements in foreign currency exchange rates and interest rates. As of June 30, 2006,
other than as described below, there have been no material changes to the Company's exposure to market risk since September 30, 2005.

We have transactional exposure to changes in foreign currency exchange rates relative to the U.S. dollar due to the global scope of our operations. We use
foreign exchange contracts, primarily to hedge the risk that unremitted or future royalties and license fees owed to our domestic companies for the sale, or
anticipated sale, ofU.S.-copyrighted products abroad may be adversely affected by changes in foreign currency exchange rates. We focus on managing the level

ofexposure to the risk of foreign current exchange rate fluctuations on our major currencies, which include the British pound sterling, euro, Japanese yen,
Canadian dollar and Australian dollar. The Company did not enter into any significant foreign exchange forward contracts during the nine months ended June 30,
2006 or subsequent to June 30, 2006.

We are exposed to foreign currency exchange rate risk with respect to our 6100 million principal amount of Sterling—denominated notes that were issued
in April 2004. These sterling notes mature on April 15, 2014. As of June 30, 2006, the carrying value of these Sterling notes was $ 183 million. However, a
weakening or strengthening of the U.S. dollar compared to the British Pound Sterling would not have an impact on the fair value of these Sterling notes, as these
notes are completely hedged as of June 30, 2006. We did not enter into any additional hedges related to this debt subsequent to June 30,2006.

We are exposed to interest rate risk with respect to our floating rate debt. During the nine months ended June 30, 2006, we extended the terms of certain
existing interest rate swap agreements. As of June 30, 2006 we had total interest rate swap agreements in place to hedge total notional amounts of $897 million.
Under existing interest rate swap agreements, we agreed to receive floating—rate payments (based on three—month LIBOR rates) in exchange for fixed-rate
payments. We did not enter into any addifional interest rate swap agreements subsequent to June 30, 2006.

We monitor our positions with, and the credit quality of, the financial institutions that are party to any of our financial transactions. Credit risk relating to
the interest rate swaps is considered low because the swaps are entered into with strong, credit-worthy counterparties, and the credit risk is confined to the net
settlement of the interest over the remaining life of the swaps.

56

Source: Warner Music Group C, 10-Q, August 03, 2006



Table of Contents
ITEM 4. CONTROLS AND PROCEDURES

Certification
The certifications of the principal executive officer and the principal financial officer (or persons performing similar functions) required by Rules

13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the "Certifications") are filed as exhibits to this report. This section of the report
contains the information concerning the evaluation of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d—15(e))
("Disclosure Controls") and changes to internal control over financial reporting (as defined in Exchange Act Rules 13a-15(t) and 15d— 15(f)) ("Internal
Controls") referred to in the Certifications and this information should be read in conjunction with the Certifications for a more complete understanding of the
topics presented.

Introduction
The Company became subject to the periodic and other reporting requirements of the Securities Exchange Act of 1934, as amended, on May 10, 2005, the

effective date of our registration statement relating to our Initial Common Stock Offering. Acquisition Corp., our wholly owned subsidiary, became subject to the
periodic and other reporting requirements of the Exchange Act on February 10, 2005, the effective date ofAcquisition Corp.'s registration statement relating to
its exchange offer to exchange outstanding unregistered notes for freely tradeable exchange notes that were registered under the Securities Act of 1933, as
amended.

SEC rules define "disclosure controls and procedures" as controls and procedures that are designed to ensure that information required to be disclosed by
public companies in the reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in
the SEC's rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required
to be disclosed by public companies in the reports that they file or submit under the Exchange Act is accumulated and communicated to a company's
management, including its principal executive and principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions
regarding required disclosure.

SEC rules define "internal control over financial reporting" as a process designed by, or under the supervision of, a public company's principal executive
and principal financial officers, or persons performing similar functions, and effected by our board of directors, management and other personnel, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles, or U.S. GAAP, including those policies and procedures that: (i) pertain to the maintenance of records that in reasonable detail
accurately and fairly reflect the transactions and dispositions of the assets of the company, (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with U.S. GAAP, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company and (iii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition ofour assets that could have a material effect on the financial statements.

Our management, including the principal executive officer and principal financial officer, does not expect that our Disclosure Controls or Internal Controls
will prevent or detect all error and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance
that the objectives of the control system are met'. Because of the limitations in any and all control systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, within our company have been detected. Further, the design of any control system is based in part
upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all
potential future conditions. Because of these inherent limitations in a cost—effective control
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system, misstatements due to error or fraud may occur and not be detected even when effective Disclosure Controls and Internal Controls are in place.

Internal Controls
In connection with our audit for our 2005 fiscal year—end, our outside auditors identified a material weakness in our internal controls. A material

weakness, as defined by the Public Company Accounting Oversight Board, is a significant deficiency that by itself, or in combination with other significant
deficiencies, results in more than a remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected.
Specifically, our outside auditors noted that our domestic opemtions currently use different royalty systems, which has created certain complexities in reconciling
royalty expense and payables. While we recognize that additional staff and enhancements to our current royalty systems are needed to cope with current
requirements in royalty processing until a new system can be developed, we may not be able to hire and train additional staff. See also "Risk Factors—Our
outside auditors have identified weaknesses in our internal controls that could affect our ability to ensure reliable financial reports."

Evalttation ofDisclosure Controls andProcedures
Based on our management's evaluation (with the participation of our principal executive officer and principal financial officer), as of the end of the period

covered by this report and as a result of the weakness in our internal controls described above and below, our principal executive officer and principal financial
officer have concluded that our Disclosure Controls need to be improved so that they will provide reasonable assurance that information required to be disclosed
by us in reports that we file or submit under the Exchange Act will be recorded, processed, summarized and reported within the time periods specified in SEC
rules and forms. In addition, we continue to review our disclosure controls and procedures during the transition to a stand—alone business with the objective of
implementing comprehensive periodic reporting standards as well as addressing the weaknesses in Internal Controls identified by our outside auditors. We will
continue to devote resources to improve our controls and remedy the weakness related to our domestic royalty systems identified during the completion of the
most recent audit for the 2005 fiscal year—end.

Changes in Internal Control over Financial Reporting
We are committed to maintaining high standards of internal control over financial reporting, corporate governance and public disclosure and continue to

improve and refine our Internal Controls as an ongoing process and will continue to take corrective actions and implement improvements as appropriate.

There have been no changes in our Internal Controls over financial reporting or other factors during the period ended June 30, 2006 that have materially
affected, or are reasonably likely to materially affect, our Internal Controls.

Institution ofInternal Controls in compliance with Section 404 ofSarbanes-Oxley
As a result of our registration with the Securities and Exchange Commission, we will be required to comply with Section 404 of the SarbanesMxley Act

of2002 and regulations promulgated thereunder as of September 30, 2006. We are currently performing the system and process evaluation and testing required
(and any necessary remediation) in an effort to comply with management certification and auditor attestation requirements of Section 404. In the course of our
ongoing evaluation, we have identified areas of our internal controls requiring improvement, and plan to design enhanced processes and conh'ols to address these
and any other issues that might be identified through this review. As a result, we expect to incur additional expenses and diversion of management's time. We
cannot be certain as to the timing of completion of our evaluation, testing and remediation actions or the impact of the same on our operations and may not be
able to ensure that the process is
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effective or that the internal controls are or will be effective in a timely manner. Ifwe are not able to implement the requirements of Section 404 in a timely
manner or with adequate compliance, ow independent auditors may not be able to certify as to the effectiveness ofour internal control over financial reporting
and we may be subject to sanctions or investigation by regulatory authorities, such as the Securities and Exchange Commission. As a result, there could be an
adverse reaction in the financial markets due to loss of confidence in the reliability of our financial statements. In addition, we may be required to incur costs in
improving our internal control system and the hiring ofaddifional personnel. Any such action could adversely affect our results. See also "Risk Factors—Our
internal controls over financial reporting may not be adequate and our independent auditors may not be able to certify as to their adequacy, which could have a
significant affect on our business and reputation."
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-wide invesfigation of the relationship between music companies and radio stations, including the»se ov, meed»4e»&pi»m»i'»&

«»» '. for .„»& s»»gyayme»ts. Tbe mvestigation was pursuant to New York Executive Law $63(12) and New York General Business Law II349,,both of

consumer fraud situ«s On November 22, 2005 we reached a settlement with the Attorney General in connection with this investigation. As part of

s»ctr setuement, we agreed to make 55 million in c»ntable payments and to abide by a list ofpermissible and impermissible promotional activities. The

AQQrney General has also reached settlements with all of the other major music companies in connection with this investigation. Two independent labels have

filed related antitrust suits against us alleging that our radio promotion activifies are anticompetitive. Radlkal Records, Jnc. v. JI'amer Music Group, et a!. was

filed on March 21, 2006 in U.S. District Court in the Central District ofCalifornia, Western Division. TSR Records, Jnc. v. Warner Music Group, el al. was filed

on Ivtarch 28, 2006 in U S. District Court in the Central District of California, Western Division. We filed a Notice ofRelated Case and were successful in having

both of these cases consolidated. On May 23, 2006, we filed a Motion to Dismiss in both cases. Decisions on these motions are pending. The Company intends to

defend against these lawsuits vigorously, but is unable to predict the outcome of these suits. Any litigation we may become involved in as a result of our

settlement with the Attorney General, regardless of the merits of the claim, could be costly and divert the time and resources of management.

Pricing ofDigital Music Down loads

On December 20, 2005 and February 3, 2006, the Attorney General of the State ofNew York served us with requests for information in the form of a

subpoena duces tecum and subpoena ad testificandum in connection with an industry—wide investigation as to whether the practices of industry participants

concerning the pricing of digital music downloads violate Section 1 of the Sherman Act, New York State General Business Law $ g 340 et seq., New York

Executive Law $63(12), and related statutes. On February 28, 2006, the U.S. Department of Justice served us with a request for information in the form of a Civil

Investigative Demand as to whether its activities relating to the pricing of digitally downloaded music violate Section 1 of the Sherman Act (15 U.S.C.

Section 1). The Company intends to fully cooperate with the Attorney General's and Department of Justice's industry—wide inquiries. Subsequent to the

announcements of the above governmental investigations, a total of twenty—seven putative class action lawsuits concerning the pricing of digital music

downloads have been filed. We have yet to be served in some of the cases, but we expect they will all be consolidated into one case. The lawsuits are all based on

the same general subject matter as the Attorney General's request for information alleging conspiracy among record companies to fix prices for downloads an'd,

according to some of the complaints, protect allegedly inflated prices for compact discs. The complaints generally seek unspecified compensatory, statutory and

treble damages. We intend to defend against these lawsuits vigorously, but are unable to predict the outcome of. these suits. Any litigation we may become

involved in as a result of the inquiries of the Attorney General and Department of Justice, regardless of the merits of the claim, could be costly and divert the time

and resources ofmanagement.

Other Matters
In addition to the matters discussed above, we are involved in other litigation arising in the normal course of our business. Management does not believe

that any legal proceedings pending against us will have, individually, or in the aggregate, a material adverse effect on our business. However, we cannot predict

with certainty the outcome of any litigation or the potential for future litigation. Regardless of the outcome, litigation can have an adverse impact on us, including

our brand value, because of defense costs, diversion ofmanagement resources and other factors.
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ITEM IA. RISK FACTORS

You should carefully consider thefollowing risks and other information in this report before making an investment decision with respect to shares ofour
common stock. Any ofthefollowing risks could materially and adversely affect our business financial condition or results ofoperations.

Risks Related to our Business

Increased costs associated with corporate governance compliance may significantly affect our results of operations.
Prior to our acquisition by the Investor Group in 2004, we were a business division ofTime Warner. In addition we completed our initial public offering in

May 2005. Accordingly, we have limited experience operating as an independent public company implementing our own corporate governance practices. We
expect the continued evaluation and implementation ofcorporate governance and securities disclosure and compliance practices in order to comply with these
requirements will increase our legal compliance and financial reporting costs. In addition, they could make it more difficult for us to attract and retain qualified
members ofour board of directors, or qualified executive officers. Finally, director and officer liability insurance for public companies like us has become more
difficult and more expensive to obtain, and we may be required to accept reduced coverage or incur higher costs to obtain coverage that is satisfactory to us and
our officers or directors. We continue to evaluate and monitor regulatory developments and cannot estimate the timing or magnitude or additional costs we may
incur as a result.

Our internal controls over financial reporting may not be adequate and our independent auditors may not be able to certify as to their adequacy, which
could have a significant and adverse effect on our business and reputation.

We are evaluating our internal controls over financial reporting in order to allow management to report on, and our independent auditors to attest to, our
internal controls over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act of 2002 and rules and regulations of the SEC thereunder, which
we refer to as Section 404. Section 404 requires a reporting company such as ours to, among other things, annually review and disclose its internal controls over
financial reporting, and evaluate and disclose changes in its internal controls over financial reporting quarterly. We will be required to comply with Section 404
as of September 30, 2006. We are currently performing the system and process evaluation and testing required (and any necessary remediation) in an effort to
comply with management certification and auditor attestation requirements of Section 404. In the course of our ongoing evaluation, we have identified areas of'urinternal controls requiring improvement, and plan to design enhanced processes and controls to address these and any other issues that might be identified
through this review. As a result, we expect to incur additional expenses and diversion ofmanagement's time. We cannot be certain as to the timing of completion
of our evaluation, testing and remediation actions or the impact of the same on our operations and may not be able to ensure that the process is effective or that
the internal controls are or will be effective in a timely manner. Ifwe are not able to implement the requirements of Section 404 in a timely manner or with
adequate compliance, our independent auditors may not be able to certify as to the effectiveness of our internal control over financial reporting and we may be
subject to sanctions or investigation by regulatory authorities, such as the Securities and Exchange Commission. As a result, there could be an adverse reaction in
the financial markets due to a loss of confidence in the reliability of our financial statements. In addition, we may be required to incur costs in improving our
internal control system and the hiring ofadditional personnel. Any such action could adversely affect our results.

Our outside auditors have identified weaknesses in our internal controls that could affect our ability to ensure reliable financial reports.
In addition to our evaluation of internal controls under Section 404 of the SarbanesMxley Act and any areas requiring improvement that we identify as

part of that process, in connection with our most recent audit, our outside auditors identified a material weakness related to our domestic royalty controls. A
material weakness, as
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defined by the Public Company Accounting Oversight Board, is a significant deficiency that by itself, or in combination with other significant deficiencies,
results in more than a remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected.

Our outside auditors noted that our domestic operations currently use different royalty systems, which has created certain complexities in reconciling
royalty expense and payables. While we recognize that additional staff and enhancements to our current royalty systems are needed to cope with current
requirements in royalty processing until a new system can be developed, we may not be able to hire and train additional staff. While we have begun to take
actions to address the issues surrounding our royalty systems, including hiring outside resources to assist our internal personnel with royalties accounting and
entering into a joint venture with Universal Music Group, Exigen Group and Lightspeed Venture Partners to build a new uniform royalty system for all U.S.
operations, additional measures will be necessary and these measures along with other measures we expect to take to improve our internal controls may not be
sufficient to address the issues identified by our outside auditors or ensure that our internal controls are effective. Ifwe are unable to provide reliable financial
reports our business and prospects could suffer material adverse effects and our share price could be adversely affected.

The recorded music industry has been declining and may continue to decline, which may adversely affect our prospects and our results of operations.
Illegal downloading ofmusic from the Internet, CD-R piracy, industrial piracy, economic recession, bankruptcies of record wholesalers and retailers and

growing competition for consumer discretionary spending and retail shelf space may all be contributing to a declining recorded music industry. Additionally, the
period of growth in recorded music sales driven by the introduction and penetration of the CD format has ended. The value ofworldwide sales (recorded music,
excluding sales of digital tracks), as reported by the International Federation of the Phonographic Industry (IFPI) at fixed 2004 exchange rates, fell as the music
industry witnessed a decline of 1.6% from 1999 to 2000, 1.3% from 2000 to 2001, 6.7% from 2001 to 2002, 7.4% from 2002 to 2003, 1.3% from 2003 to 2004
and 3.0% from 2004 to 2005. As of July 30, 2006, year to—date U.S. recorded music sales (excluding sales of digital tracks) are down approximately 5.5%
year-over year. However, new formats for selling recorded music product have been created, including the legal downloading of digital music using the Internet
and DVD—Audio formats and the distribution ofmusic on mobile devices, and revenue streams from these new markets are beginning to emerge. As reported by
the International Federation of the Phonographic Industry (IFPI), sales ofmusic via the internet and mobile phones generated sales of $ 1.1 billion for record
companies in 2005, up from $380 million in the prior—year and sales ofmusic through new avenues such as digital tracks are beginning to offset the declines
seen in prior-years. However, it is too soon to determine if the industry has stabilized or the impact of sales of music through new channels might have on the
industry and the recorded music industry performance may continue to negatively impact our operating results. A declining recorded music industry is likely to
lead to reduced levels of revenue and operating income generated by our Recorded Music business. Additionally, a declining recorded music industry is also
likely to have a negative impact on our Music Publishing business, which generates a significant portion of its revenues from mechanical royalties, primarily
from the sale of music in CD and other recorded music formats.

There may be downward pressure on our pricing and our profit margins.
There are a variety of factors which could cause us to reduce our prices and erode our profit margins. They are, among others, increased price competition

among record companies resulting from the Universal and Sony BMG recorded music duopoly, price competition from the sale ofmotion pictures in
DVD-Video format and videogames, the negotiating leverage of mass merchandisers, big box retailers and distributors of digital music, the increased costs of
doing business with mass merchandisers and big box retailers as a result of complying with operating procedures that are unique to their needs, the adoption by
record companies of initially lower margin formats such as DVD-Audio and any changes in costs associated with new digital formats. See "Risk Factors—We
may be materially and adversely affected by the formation of Sony BMG Music Entertainment."
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Our prospects and financial results may be adversely affected if we fail to identify, sign and retain artists and songwriters and by the existence or
absence of superstar releases and by local economic conditions in the countries in which we operate.

We are dependent on identifying, signing and retaining artists with long—term potential, whose debut albums are well received on release, whose
subsequent albums are anticipated by consumers and whose music will continue to generate sales as part ofour catalog for years to come. The competition
among record companies for such talent is intense. Competition among record companies to sell records is also intense and the marketing expenditures necessary
to compete have increased as well. We are also dependent on signing and retaining songwriters who will write the hit songs of today and the classics of tomorrow
under terms that are economically attractive to us. Our competitive position is dependent on our continuing ability to attract and develop talent whose work can
achieve a high degree ofpublic acceptance. Our financial results may be adversely affected ifwe are unable to identify, sign and retain such artists and
songwriters under terms that are economically attractive to us. Our financial results may also be affected by the existence or absence of superstar artist releases
during a particular period. Some music industry observers believe that the number of superstar acts with long—term appeal, both in terms of catalog sales and
future releases, has declined in recent years. Additionally, our financial results are generally affected by the general economic and retail environment of the
countries in which we operate, as well as the appeal of our recorded music catalog and our music publishing library.

We may have difficulty addressing the threats to our business associated with home copying and Internet downloading.
The combined effect of the decreasing cost of electronic and computer equipment and related technology such as CD burners and the conversion ofmusic

into digital formats have made it easier for consumers to create unauthorized copies of our recordings in the form of, for example, CDs and MP3 files. An
estimated 20 billion songs were illegally swapped or downloaded worldwide in 2005, according to IFPI. A substantial portion of our revenue comes from the sale
of audio products that are potentially subject to unauthorized consumer copying and widespread dissemination on the Internet without an economic return to us.
We are working to control this problem through litigation, by lobbying governments for new, stronger copyright protection laws and more stringent enforcement
of current laws and by establishing legitimate new media business models. We cannot give any assurances that such measures will be effective. Ifwe fail to
obtain appropriate relief through the judicial process or the complete enforcement ofjudicial decisions issued in our favor (or ifjudicial decisions are not in our
favor), ifwe are unsuccessful in our efforts to lobby governments to enact and enforce stronger legal penalties for copyright infringement or ifwe fail to develop
effective means ofprotecting our intellectual property (whether copyrights or other rights such as patents, trademarks and trade secrets) or entertainment—related
products or services, our results of operations, financial position and prospects may suffer.

Organized industrial piracy may lead to decreased sales.
The global organized commercial pirate trade is a significant threat to the music industry. Worldwide, industrial pirated music (which encompasses

unauthorized physical copies manufactured for sale but does not include Internet downloads or home CD burning) is estimated to have generated over $4.5
billion in revenues in 2005, according to IFPI. IFPI estimates that 1.2 billion pirated units were manufactured in 2005. According to IFPI estimates,
approximately 37% of all music CDs sold worldwide in 2005 were pirated. Unauthorized copies and piracy contributed to the decrease in the volume of
legitimate sales and put pressure on the price of legitimate sales. They have had, and may continue to have, an adverse effect on our business,

Our involvement in intellectual property litigation could adversely affect our business.
Our business is highly dependent upon intellectual property, a field that has encountered increasing litigation in recent years. Ifwe are alleged to infringe

the intellectual property rights of a third party, any litigation to defend the claim could be costly and would divert the time and resources of management,
regardless
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of the merits of the claim. There can be no assurance that we would prevail in any such litigation. Ifwe were to lose a litigation relating to intellectual property,
we could be forced to pay monetary damages and to cease the sale ofcertain products or the use of certain technology. Any of the foregoing may adversely affect
our business.

Due to the nature of our business, our results of operations and cash flows may fluctuate significantly from period to period.
Our net sales, operating income and profitability, like those of other companies in the music business, are largely affected by the number and quality of

albums that we release, our release schedule, and, more importantly, the consumer demand for these releases. We also make advance payments to recording
artists and songwriters, which impact our operating cash flows. The timing of album releases and advance payments is largely based on business and other
considerations and is made without regard to the timing of the release ofour financial results. We report results ofoperations quarterly and our results of
operations and cash flows in any reporting period may be materially affected by the timing ofreleases and advance payments, which may result in significant
fluctuations from period to period.

Our operating results fluctuate on a seasonal and quarterly basis, and, in the event we do not generate sufficient net sales in our first fiscal quarter, we
may not be able to meet our debt service and other obligations.

Our business is seasonal. For the fiscal year ended September 30, 2005, we derived approximately 83% ofour revenues from our Recorded Music
business. In the recorded music business, purchases are heavily weighted towards the last three months of the calendar year, which represent our first quarter
under our September 30 fiscal year. Historically, we have realized approximately 35% of recorded music net sales worldwide during the last three months of the
calendar year, making those three months (i.e., our new first fiscal quarter) material to our full—year performance. We realized 32% of recorded music calendar
year net sales during the last three months of calendar 2005 and 2004. This sales seasonality affects our operating cash flow from quarter to quarter. We cannot
assure you that our recorded music net sales for the last three months of any calendar year will continue to be sufficient to meet our obligations or that they will
be higher than such net sales for our other quarters. In the event that we do not derive sufficient recorded music net sales in such last three months, we may not be
able to meet our debt service requirements, working capital requirements, capital expenditure requirements, payment of regular dividends on our common stock
and other obligations. As digital revenue increases as a percentage ofour total revenue, this may affect the overall seasonality of our business. For example, sales
ofMP3 players or gift cards to purchase digital music sold in the holiday season tend to result in sales ofdigital music in subsequent periods. However,
seasonality with respect to the sale ofmusic in new formats, such as digital, are still developing.

We may be unable to compete successfully in the highly competitive markets in which we operate and we may suffer reduced profits as a result.
The industry in which we operate is highly competitive, is based on consumer preferences and is rapidly changing. Additionally, the music industry

requires substantial human and capital resources. We compete with other recorded music companies and music publishers to identify and sign new recording
artists and songwriters who subsequently achieve long-term success and to renew agreements with established artists and songwriters. In addition, our
competitors may from time to time reduce their prices in an effort to expand market share and introduce new services, or improve the quality of their products or
services. We may lose business ifwe are unable to sign successful artists or songwriters or to match the prices or the quality ofproducts and services, offered by
our competitors. Our Music Pubhshing business competes not only with other music pubhshing companies, but also with songwriters who publish their own
works. Our Recorded Music business is to a large extent dependent on technological developments, including access to and selection and viability ofnew
technologies, and is subject to potential pressure from competitors as a result of their technological developments. For example, our Recorded Music business
may be adversely affected by technological
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developments that facilitate the piracy ofmusic, such as Internet peer—to~eer file—sharing and CD—R activity; by its inability to enforce our intellectual property
rights in digital environments; and by its failure to develop a successful business model applicable to a digital online environment, including such channels of
distribution as satellite radio. It also faces competition from other forms ofentertainment and leisure activities, such as cable and satellite television,
pre—recorded films on videocassettes and DVD, the Internet and computer and videogames.

Our business operations in some countries subject us to trends, developments or other events in foreign countries which may affect us adversely.
We are a global company with strong local presences, which have become increasingly important as the popularity of music originating from a country'

own language and culture has increased in recent years. Our mix ofnational and international recording artists and songwriters provides a significant degree of
diversification for our music portfolio. However, our creative content does not necessarily enjoy universal appeal. As a result, our results can be affected not only
by general industry trends, but also by trends, developments or other events in individual countries, including:

~ limited legal protection and enforcement of intellectual property rights;

~ restrictions on the repatriation of capital;

~ differences and unexpected changes in regulatory environment, including environmental, health and safety, local planning, zoning and labor laws,
rules and regulations;

~ varying tax regimes which could adversely affect our results ofoperations or cash flows, including regulations relating to transfer pricing and
withholding taxes on remittances and other payments by subsidiaries and joint ventures;

exposure to different legal standards and enforcement mechanisms and the associated cost of compliance;

~ difficulties in attracting and retaining qualified management and employees or rationalizing our workforce;

~ tariffs, duties, export controls and other trade barriers;

longer accounts receivable settlement cycles and difficulties in collecting accounts receivable;

~ recessionary trends, inflation and instability of the financial markets;

~ higher interest rates; and

~ political instability.

We may not be able to insure or hedge against these risks, and we may not be able to ensure compliance with all of the applicable regulations without
incurring additional costs. Furthermore, financing may not be available in countries with less than investment—grade sovereign credit ratings. As a result, it may
be difficult to create or maintain profit-making operations in developing countries.

In addition, our results can be affected by trends, developments and other events in individual countries. There can be no assurance that in the future other
country—specific trends, developments or other events will not have such a significant adverse effect on our business, results of operations or financial condition.

Our business may be adversely affected by competitive market conditions and we may not be able to execute our business strategy.
We intend to increase revenues and cash flow through a business strategy which requires us to, among other things, continue to maximize the value ofour

music assets, significantly reduce costs to maximize flexibility and
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adjust to new realities of the market, continue to act to contain digital piracy and capitalize on digital distribution and emerging technologies.

Each of these initiatives requires sustained management focus, organization and coordination over significant periods of time. Each of these initiatives also
requires success in building relationships with third parties and in anticipating and keeping up with technological developments and consumer preferences. The
results of the strategy and the success of our implementation of this strategy will not be known for some time in the future. Ifwe are unable to implement the
strategy successfully or properly react to changes in market conditions, our financial condition, results of operations and cash flows could be adversely affected.

Our ability to operate effectively could be impaired if we fail to attract and retain our executive officers.
Our success depends, in part, upon the continuing contributions ofour executive officers. Although we have employment agreements with our executive

officers, there is no guarantee that they will not leave. The loss of the services of any of our executive officers or the failure to attract other executive officers
could have a material adverse effect on our business or our business prospects.

Legitimate channels for digital distribution of our creative content are a recent development, and their impact on our business is unclear and may be
adverse.

We have positioned ourselves to take advantage of the Internet and wireless technology as a sales distribution channel and believe that the development of
legitimate channels for digital music distribution holds promise for us in the future. However, legitimate channels for digital distribution are a recent
development and we cannot predict their impact on our business. In digital formats, certain costs associated with physical products such as manufacturing,
distribution, inventory and return costs do not apply. While there are some digital—specific variable costs and infrastructure investments necessary to produce,
market and sell music in digital formats, we believe it is reasonable to expect that we will generally derive a higher contribution margin from digital versus
physical sales. However, we cannot assure you that we will generally continue to achieve higher margins from digital sales. Any legitimate digital distribution
channel that does develop may result in lower or less profitable sales for us than comparable physical sales. In addition, the transition to greater sales through
digital channels introduces uncertainty regarding the potential impact of the "unbundling" of the album on our business. While recent studies have indicated that
consumers spend more on music in general when they begin to purchase music in digital form than previously, it remains unclear how consumer behavior will
change when faced with the prospect ofpurchasing only their favorite tracks from a given album rather than the entire album. In addition, ifpiracy continues
unabated and legitimate digital distribution channels fail to gain consumer acceptance, our results ofoperations could be harmed.

A significant portion of our music publishing revenues is subject to rate regulation either by government entities or by local third-party collection
societies throughout the world and rates on other income streams may be set by arbitraflon proceedings, which may limit our profitability.

Mechanical royalties and performance royalties are the two largest sources of income to our Music Publishing business and mechanical royalties are a
significant expense to our Recorded Music business. In the U.S., mechanical rates are set pursuant to industry negotiations contemplated by the U.S. Copyright
Act and performance rates are set by performing rights societies and subject to challenge by performing rights licensees. Outside the U.S., mechanical and
performance rates are typically negotiated on an industry—wide basis. The mechanical and performance rates set pursuant to such processes may adversely affect
us by limiting our ability to increase the profitability of our Music Publishing business. If the mechanical rates are set too high it may also adversely affect us by
limiting our ability to increase the profitability of our Recorded Music business. In addition, rates our Recorded Music business receives in the U.S. for, among
other sources of income and potential income, the statutory license for eligible non—subscription services to perform sound recordings publicly
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by means of digital audio transmissions ("webcasting"), the statutory license to make ephemeral recordings of sound recordings for use of sound recordings and
the statutory license for use of our content on satellite radio are set by an arbitration process under the U.S. Copyright Act unless rates are determined through
voluntary negotiations. If the rates for these and other income sources are set too low through this process, it could have a material adverse impact on our
Recorded Music business or our business prospects.

Unfavorable currency exchange rate fiuctuatlons could adversely affect our results of operations.
The reporting currency for our financial statements is the U.S. dollar. We have substantial assets, liabilities, revenues and costs denominated in currencies

other than U.S. dollars. To prepare our consolidated financial statements, we must translate those assets, liabilities, revenues and expenses into U.S. dollars at
then-applicable exchange rates. Consequently, increases and decreases in the value of the U.S. dollar versus other currencies will affect the amount of these
items in our consolidated financial statements, even if their value has not changed in their original currency. These translations could result in significant changes
to our results of operations fi'om period to period. For the fiscal year ended September 30, 2005, approximately 52% of our revenues related to operations in
foreign territories. For the nine months ended June 30, 2006, approximately 52% ofour revenues related to operations in foreign territories. From time to time,
we enter into foreign exchange contracts to hedge the risk ofunfavorable foreign currency exchange rate movements. As of June 30, 2006, we have hedged our
material foreign currency exposures related to royalty payments remitted between our foreign affiliates and our U.S. affiliates for the balance of the fiscal year.

We may not have full control and ability to direct the operations we conduct through joint ventures.
We currently have interests in a number ofjoint ventures and may in the future enter into further joint ventures as a means of conducting our business. In

addition, we structure certain ofour relationships with recording artists and songwriters as joint ventures. We may not be able to fully control the operations and
the assets of our joint ventures, and we may not be able to make major decisions or may not be able to take timely actions with respect to our joint ventures
unless our joint venture partners agree.

The enactment of legislation limiting the terms by which an individual can be bound under a "personal services" contract could impair our ability to
retain the services of key artists.

California Labor Code Section 2855 ("Section 2855") limits the duration of time any individual can be bound under a contract for "personal services" to a
maximum of seven years. In 1987, Subsection (b) was added, which provides a limited exception to Section 2855 for recording contracts, creating a damages
remedy for record companies. Legislation was introduced in California to repeal Subsection (b) and then withdrawn. Legislation was introduced in New York to
create a statute similar to Section 2855, which did not advance. There is no assurance that New York, California or any other state will not reintroduce or
introduce similar legislation in the future. In fact, legislation similar to Section 2855 has been introduced in the New York Assembly. The repeal of Subsection
(b) of Section 2855 and/or the passage of legislation similar to Section 2855 by other states could materially affect our results of operations and financial
position.

We face a potential loss of catalog if it is determined that recording artists have a right to recapture rights in their recordings under the U.S. Copyright
Act.

The U.S. Copyright Act provides authors (or their heirs) a right to terminate licenses or assignments of rights in their copyrighted works. This right does
not apply to works that are "works made for hire". Since the effective date ofU.S. copyrightability for sound recordings (February 15, 1972), virtually all of our
agreements with recording artists provide that such recording artists render services under an employment—fot-hire relationship. A termination right exists under
the U.S. Copyright Act for musical compositions that are not "works made for hire". Ifany ofour commercially available recordings were determined not to be
"works made
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for hire", then the recording artists (or their heirs) could have the right to terminate the rights they granted to us, generally during a five—year period starting at

the end of 35 years from the date of a post— 1977 license or assignment (or, in the case of a pre-1978 grant in a pre—1978 recording, generally during a five-year
period starting either at the end of 56 years &om the date of copyright or on January I, 1978, whichever is later). A termination of rights could have an adverse
effect on our Recorded Music business. From time to time, authors (or their heirs) can terminate our rights in musical compositions. However, we believe the

effect of those terminations is already reflected in the financial results of our Music Publishing business.

If we acquire or invest in other businesses, we will face certain risks inherent in such transactions.
We may acquire, make investments in, or enter into strategic alliances or joint ventures with, companies engaged in businesses that are similar or

complementary to ours. Ifwe make such acquisitions or investments or enter into strategic alliances, we will face certain risks inherent in such transactions. For
example, gaining regulatory approval for significant acquisitions or investments could be a lengthy process and there can be no assurance of a successful
outcome. We could face difficulties in managing and integrating newly acquired operations. Additionally, such transactions would divert management resources
and may result in the loss of artists or songwriters from our rosters. We cannot assure you that ifwe make any future acquisitions, investments, strategic alliances
or joint ventures that they will be completed in a timely manner, that they will be structured or financed in a way that will enhance our credit—worthiness and
allow for continued payment of regular dividends or that they will meet our strategic objectives or otherwise be successful, Failure to effectively manage any of
these transactions could result in material increases in costs or reductions in expected revenues, or both. See also "Management's Discussion and Analysis of
Financial Condition and Results of Operations—Overview—Recent Developments."

We are controlled by entities that may have conflicts of interest with us.
The Investor Group controls a majority of our capital stock on a fully diluted basis. In addition, representatives of the Investor Group occupy substantially

all of the seats on our board ofdirectors and pursuant to a stockholders agreement, will have the right to appoint all of the independent directors to our board. As
a result, the Investor Group has the ability to control our policies and operations, including the appointment of management, the entering into of mergers,
acquisitions, sales ofassets, divestitures and other extraordinary transactions, future issuances of our common stock or other securities, the payments of
dividends, if any, on our common stock, the incurrence of debt by us and the amendment of our certificate of incorporation and bylaws. The Investor Group will
have the ability to prevent any transaction that requires the approval of our board of directors or the stockholders regardless ofwhether or not other members of
our board of directors or stockholders believe that any such transaction is in their own best interests. For example, the Investor Group could cause us to make
acquisitions that increase our indebtedness or to sell revenue-generating assets. Additionally, the Investor Group are in the business of making investments in
companies and may from time to time acquire and hold interests in businesses that compete directly or indirectly with us. The Investor Group may also pursue
acquisition opportunities that may be complementary to our business, and, as a result, those acquisition opportumties may not be available to.us, So long as the
Investor Group continues to hold a majority ofour outstanding common stock the Investor Group will be entitled to nominate a majority of our board of
directors, and will have the ability to effectively control the vote in any election ofdirectors. In addition, so long as the Investor Group continues to own a
significant amount of our equity, even if such amount is less than 50%, they ldll continue to be able to strongly influence or effectively control our decisions.

Our reliance on one company for the manufacturing, packaging and physical distribution of our products in North America and Europe couhi have an
adverse impact on our ability to meet our manufacturing„packaging and physical distribution requirements.

Cinram is currently our exclusive supplier ofmanufacturing, packaging and physical distribution services in North Amefica and most of Europe.
Accordingly, our continued ability to meet our manufacturing, packaging
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and physical distribution requirements in those territories depends largely on Cinram's continued successful operation in accordance with the service level
requirements mandated by us in our service agreements. If, for any reason, Cinram were to fail to meet contractually required service levels, we would have
difficulty satisfying our commitments to our wholesale and retail customers, which could have an adverse impact on our revenues. Even though our agreements
with Cinram give us a right to terminate based upon failure to meet mandated service levels, and there are several capable substitute suppliers, it might be
difficult for us to switch to substitute suppliers for any such services, particularly in the short—term, and the delay and transition time associated with finding
substitute suppliers could itselfhave an adverse impact on our revenues. In addition, our agreements with Cinram begin to expire in 2006. Ifwe are unable to
negotiate renewals of these agreements we would have to switch to substitute suppliers. Further, pricing negotiated with Cinram in future agreements may be less
favorable than the existing agreements.

We may be materially and adversely affected by the formation of Sony BMG Music Entertainment.
In August 2004, Sony Music Entertainment ("Sony") and Bertelsmann Music Group ("BMG") merged their recorded music businesses to form Sony BMG

Music Entertainment ("Sony BMG"). As a result, the recorded music market now consists of four major players (Universal, Sony BMG, EMI Recorded Music
("EMI") and us) rather than five (Universal, Sony, BMG, EMI and us). Prior to the formation of Sony BMG, there was one disproportionately large major,
Universal, with approximately 25% market share and four other majors relatively equal in size with market shares ranging between 11% and 14%. Now there are
two majors with 2004 global market shares over 25%, Universal and Sony BMG, and two significantly smaller majors, EMI and us, each with less than 15%.
IFPI is in the process of gathering 2005 market data, but final data is not yet available. There is a threat that the change in the competitive landscape caused by
the new Universal and Sony BMG duopoly could drive up the costs ofartist signings and the costs ofmarketing and promoting records to our detriment. See also
"Management's Discussion and Analysis ofFinancial Condition and Results of Operations—Overview—Recent Developments".

Risks Related to our Leverage

Our substantial leverage on a consolidated basis could adversely affect our ability to raise additional capital to fund our operations, limit our
ability to react to changes in the economy or our industry and prevent us from meeting our obligations under our indebtedness.

We are highly leveraged. As of June 30, 2006, our total consolidated indebtedness was $2.251 billion. We have an additional $250 million available for
borrowing under the revolving portion ofour senior secured credit facility (less $2 million of current letters of credit).

Our high degree of leverage could have important consequences for you, including:

~ making it more difficult for us and our subsidiaries to make payments on indebtedness;

increasing our vulnerability to general economic and industry conditions;

~ requiring a substantial portion of cash flow from operations to be dedicated to the payment ofprincipal and interest on indebtedness, therefore
reducing our ability to use our cash flow to fund our operations, capital expenditures and future business opportunities;

~ exposing us to the risk of increased interest rates as certain of the borrowings of our subsidiaries, including borrowings under our senior secured credit
facility, will be at variable rates of interest;

~ limiting our ability and the ability of our subsidiaries to obtain additional financing for working capital, capital expenditures, product development,
debt service requirements, acquisitions and general corporate or other purposes; and

~ limiting our ability to adjust to changing market conditions and placing us at a competitive disadvantage compared to our competitors who are less
highly leveraged.
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We and our subsidiaries may be able to incur substantial additional indebtedness in the future, subject to the restrictions contained in our senior secured
credit facility and the indentures relating to our outstanding notes. Ifnew indebtedness is added to our current debt levels, the related risks that we and our
subsidiaries now face could intensify.

We may not be able to generate sufficient cash to service all of our indebtedness, and may be forced to take other actions to satisfy our obligations
under our indebtedness, which may not be successful.

Our ability to make scheduled payments on or to refinance our debt obligations depends on our financial condition and operating performance, which is
subject to prevailing economic and competitive conditions and to certain financial, business and other factors beyond our control. We cannot assure you that we
will maintain a level of cash flows from operating activities suflicient to permit us to pay the principal, premium, if any, and interest on our indebtedness,
including the notes.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to reduce or delay investments in recording
artists, and songwriters capital expenditures, or to sell assets, seek additional capital or restructure or refinance our indebtedness. These alternative measures may
not be successful and may not permit us to meet our scheduled debt service obligations. In the absence of such operating results and resources, we could face
substantial liquidity problems and might be required to dispose ofmaterial assets or operations to meet our debt service and other obligations. Our senior secured
credit facility and the indenture governing our outstanding notes restrict our ability to dispose of assets and use the proceeds from dispositions. We may not be
able to consummate those dispositions or to obtain the proceeds which we could realize from them and these proceeds may not be adequate to meet any debt
service obligations then due.

Holdings also will be relying on Acquisition Corp. and its subsidiaries to make payments on the Holdings Notes. IfAcquisition Corp. does not dividend
funds to Holdings in an amount sufficient to make such payments, Holdings may default under the indenture governing the Holdings Notes, which would result
in all such notes becoming due and payable. Because Acquisition Corp.'s debt agreements have covenants that limit its ability to make payments to Holdings,
Holdings may not have access to funds in an amount sufficient to service its indebtedness.

Our debt agreements contain restrictions that limit our flexibility in operating our business.
Our senior secured credit agreement and the indentures governing our outstanding notes contain various covenants that limit our ability to engage in

specified types of transactions. These covenants limit the ability of our restricted subsidiaries to, among other things:

~ incur additional indebtedness or issue certain preferred shares;

~ pay dividends on or make distributions in respect of our capital stock or make other restricted payments;

~ make certain investments;

sell certain assets;

~ create liens on certain indebtedness without securing the notes;

~ consolidate, merge, sell or otherwise dispose of all or substantially all ofour assets;

enter into certain transactions with our affiliates; and

~ designate our subsidiaries as unrestricted subsidiaries.

In addition, under our senior secured credit agreement, our subsidiaries are required to satisfy and maintain specified financial ratios and other financial
condition tests. Their ability to meet those financial ratios and tests
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can be affected by events beyond our control, and they may not be able to meet those ratios and tests. A breach of any of these covenants could result in a default
under our senior secured credit agreement. Upon the occurrence of an event of default under our senior secured credit agreement, the lenders could elect to
declare all amounts outstanding under our senior secured credit agreement to be immediately due and payable and terminate all commitments to extend further
credit. Ifwe were unable to repay those amounts, the lenders under our senior secured credit agreement could proceed against the collateral granted to them to
secure that indebtedness. We have pledged a significant portion of our assets as collateral under our senior secured credit agreement. If the lenders under our
senior secured credit agreement accelerate the repayment ofborrowings, we may not have sufficient assets to repay our senior secured credit agreement, as well
as any unsecured indebtedness.

Risks Related to our Common Stock

We are a "controlled company" within the meaning of the New York Stock Exchange rules and, as a result, will qualify for, and intend to rely on,
exemptions from certain corporate governance requirements.

The Investor Group controls a majority of our outstanding common stock. As a result, we are a "controlled company" within the meaning of the New York
Stock Exchange corporate governance standards. Under the New York Stock Exchange rules, a company ofwhich more than 50% of the voting power is held by
an individual, a group, or another company is a "controlled company" and may elect not to comply with certain New York Stock Exchange corporate governance
requirements, as applicable, including (1) the requirement that a majority of the board of directors consist of independent directors, (2) the requirement that we
have a nominating/corporate governance committee that is composed entirely of independent directors with a written charter addressing the committee's purpose
and responsibilities and (3) the requirement that we have a compensation committee that is composed entirely of independent directors with a written charter
addressing the committee's purpose and responsibilities. We are and intend to continue to utilize these exemptions while we are a controlled company. As a
result, we will not have a majority of independent directors nor will our nominating and corporate governance committee, which also serves as our executive
committee, and compensation committee consist entirely of independent directors. Accordingly, you will not have the same protections afforded to stockholders
of companies that are subject to all of the New York Stock Exchange corporate governance requirements.

Future sales of our shares could depress the market price of our common stock.
The market price ofour common stock could decline as a result of sales ofa large number of shares of common stock in the market or the perception that

such sales could occur. These sales, or the possibility that these sales may occur, also might make it more difficult for us to sell equity secuiities in the future at a
time and at a price that we deem appropriate. As ofJune 30, 2006 we had approximately 148.5 million shares of common stock outstanding. Approximately
107.5 million shares are held by the Investor Group and are eligible for resale from time to time, subject to contractual and Securities Act restrictions. The
Investor Group has the ability to cause us to register the resale of their shares and certain other holders of our common stock, including members of our
management, will be able to participate in such registration. In addition we have registered approximately 8.3 million shares of restricted common stock and
approximately 8.4 million shares underlying options issued and that may be issued in the future pursuant to our benefit plans and arrangements on registration
statements on Form S-8 and such shares may be sold «s provided therein,

The market price of our common stock may be volatile, which could cause the value of your investment to decline.
Securities markets worldwide experience significant price and volume fluctuations. This market volatility, as well as general economic, market or potential

conditions, could reduce the market price ofour common stock in spite ofour operating performance, In addition, our operating results could be below the
expectations of securities analysts and investors, and in response, the market price of our common stock could decrease significantly. As a result, the market
price of our common stock could decline below price at which you purchase
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it. You may be unable to resell your shares of our common stock at or above such price. Among other factors that could affect our stock price are:

actual or anticipated variations in operating results;

~ changes in financial estimates by research analysts;

actual or anticipated changes in economic, political or market conditions, such as recessions or international currency fluctuations;

~ actual or anticipated changes in the regulatory environment affecting the music industry;

~ changes in the retailing environment;

~ changes in the market valuations of other music industry peers; and

~ announcements by us or our competitors of significant acquisitions, strategic partnerships, divestitures, joint ventures or other strategic initiatives.

See "Risk Factors—Due to the nature of our business, our results of operations and cash flows may fluctuate significantly from period to period." In the
past, following periods of volatility in the market price of a company's securities, stockholders have often instituted class action securities litigation against those
companies. Such litigation, if instituted, could result in substantial costs and a diversion ofmanagement attention and resources, which could significantly harm
our profitability and reputation.

Provisions in our Charter and amended and restated bylaws and Delaware law may discourage a takeover attempt.
Provisions contained in our Charter and amended and restated bylaws ("Bylaws") and Delaware law could make it more difficult for a third party to

acquire us, even if doing so might be beneficial to our stockholders. Provisions of our Charter and Bylaws impose various procedural and other requirements,
which could make it more difficult for shareholders to effect certain corporate actions. For example, our Charter authorizes our board ofdirectors to determine
the rights, preferences, privileges and restrictions ofunissued series ofpreferred stock, without any vote or action by our shareholders. Thus, our board of
directors can authorize and issue shares ofpreferred stock with voting or conversion rights that could adversely affect the voting or other rights ofholders of our
common stock. These rights may have the effect of delaying or deterring a change of control of our company. These provisions could limit the price that certain
investors might be willing to pay in the future for shares of our common stock.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Item 2 is not applicable and has been omitted.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Item 3 is not applicable and has been omitted.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Item 4 is not applicable and has been omitted.

ITEM 5. OTHER INFORMATION
Item 5 is not applicable and has been omitted.
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ITEM 6. EXHIBITS

3.1 Amended and Restated Certificate ofIncorporation ofWarner Music Group Corp. (I)

3.2 Amended and Restated Bylaws ofWarner Music Group Corp. (I)

10.1 Sixth Supplemental Indenture, dated as ofJune 30, 2006, to the Indenture dated April 8, 2004, as amended, among WMG Acquisition Corp., the
additional subsidiary guarantors party thereto and Wells Fargo Bank, National Association, as Trustee. (2)

31.1 Certification ofthe ChiefExecutive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act, as amendeds

31.2 Certification of the ChiefFinancial Officer pursuant to Rule 13a-14(a) and Rule 15d-15(a) of the Securities Exchange Act, as amende'ds

32.1 Certification of the ChiefExecutive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the garbagey Act of
2002ss

32.2 Certificafion of the ChiefFinancial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the garbagey Act of
2002**

Filed herewith.
Pursuant to SEC Release No. 33-8212, this certification will be treated as "accompanying" this Quarterly Report on Form 10-Q and not "filed" as part of
such report for purposes of Section 18 of the Securities Exchange Act, as amended, or otherwise subject.the liability of Section 18 of the Securities
Exchange Act, as amended, and this certification will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933, as
amended, or the Securities Exchange Act, as amended, except to the extent that the registrant specifically incorporates it by reference.

(1) Incorporated by reference to Warner Music Group Corp.'s Form 10-Q for the period ended March 31, 2005.
(2) Incorporated by reference to Warner Music Group Corp.'s Cunent Report on Form 8-K filed on June 30, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalfby the
undersigned, thereunto duly authorized.

August 3, 2006

i/trARNER Music GRGUP CGRP

By: /S/ EDGAR BRONPMAN JR

Name:
Title:

Edgar Bronfman, Jr,
Chief Executive Officer and Chairman of the

Board of Directors (Principal Executive Officer)

By: /s/ MicHAEL D PLElsHER

Name:
Title;

Michael D. Fleisher
ChiefFinancial Offlcer (Principal Financial
Officer and Principal Accounting Oflicer)
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Exhibit 31.1

CHIEF EXECUTIVE OFFICER CERTIFICATION

I, Edgar Bronfinan, Jr., ChiefExecutive Officer and Chairman of the Board of Directors ofWarner Music Group Corp., certify that:

1. I have reviewed this quarterly report on Form 10—Q ofWarner Music Group Corp. (the "Registrant");
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this quarterly report;

4. The Registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a—15(e) and 15d-15(e)) for the Registrant and we have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this quarterly report is being prepared; and

b) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) Disclosed in this report any change in the Registrant's internal control over financial reporting that occurred during the Registrant's most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Registrant's internal control over financial reporting;
and
5. The Registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the Registrant's auditors and the audit committee ofRegistrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant's internal
control over financial reporting.

Dated: August 3, 2006

/s/ EDGAR BRONFMAN JR

Chief Executive Officer and Chairman of the Board of
Directors (principal Executive Officer)

Source: Warner Music Group C, 10-Q, August 03, 2006



Exhibit 31.2

CHIEF FINANCIAL OFFICER CERTIFICATION

I, Michael D. Fleisher, ChiefFinancial Officer ofWarner Music Group Corp., certify that:

1. I have reviewed this quarterly report on Form 10—Q ofWarner Music Group Corp. (the "Registrant");
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this quarterly report;

4. The Registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a—15(e) and 15d— 15(e)) for the Registrant and we have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this quarterly report is being prepared; and

b) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) Disclosed in this report any change in the Registrant's internal control over financial reporting that occurred during the Registrant's most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Registrant's internal control over financial reporting;
and
5. The Registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the Registrant's auditors and the audit committee of Registrant's board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the Registrant's ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant's internal

control over financial reporting.

Dated: August 3, 2006

/s/ MicHAEL D FLEIsHER

Chief Financial Officer (Principal Financial and
Accounting Oflicer)

Source: Warner Music Group C, 10-Q, August 03, 2006



Exhibit 32.1

Certification of the Chief Executive Officer
Pursuant to 18 U.S.C. Section 1350,

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report ofWarner Music Group Corp. (the "Company") on Form 10~ for the period ended June 30, 2006 as filed with
the Securities and Exchange Commission on the date hereof (the "Report"), I, Edgar Bronfman, Jr., ChiefExecutive Officer ofWarner Music Group Corp.,
certify, pursuant to 18 U.S.C. It 1350, as adopted pursuant to Section 906 of the SarbanesMxley Act of2002, that:

(I) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: August 3, 2006

P/ EDGAR BRONPMAN JR

Edgar Brenfman, Jr.
Chief Executive Oflicer

Source: Warner Music Group C, 10-Q, August 03, 2006



Exhibit 32.2

Certification of the Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350,

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report ofWarner Music Group Corp. (the "Company") on Form 10 for the period ended June 30, 2006 as filed with
the Securities and Exchange Commission on the date hereof (the "Report"), I, Michael D. Fleisher, ChiefFinancial Officer ofWarner Music Group Corp.,
certify, pursuant to 18 U.S.C. Ii 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(I) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: August 3, 2006

Pf MlcHAEL D FLEISHER

Michael D. Fleisher
Chief Financial Officer

Created by 10KWizard 1 KWizard om
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BUSINESS SUMMARY

Warner Music Group; Inc., through its
subsidiaries, offers recorded music and music
publishing services worldwide. Its recorded
music operations consist of the discovery and'evelopmentof artists and related marketing
and distribution of recorded music produced by
such artists. The company also markets its
music catalog through compilations and
reissuances of previously released music and
video titles, as well as licenses tracks to/from
third parties for various uses, including film and
television soundtracks. It markets, sells, and
licenses recorded music in various physical
formats, such as compact discs, cassettes, LPs,
and digital versatile discs; and digital formats,
including downloads and ringtones. The
company's music publishing business involves
the ownership and acquisition rights to
approximately one million musical
compositions, including various pop hits,
American standards, folk songs and motion
picture, and theatrical compositions. The
company markets and distributes music

CORPORATE GOVERNANCE

Warner Music Group Inc.'s Coroorate
Governance Quotient (CGQ I as of 1-Nov-06 is
better than 18.8% of Russell 3000 companies
and 382% of Media companies.
Brought to you by Institutional Shareholder
Services.

View Flnanclals

KEY EXECUTIVES

Pay Exercised

Mr. Edgar M. Bronfman
Jr., 51
Chairman, Chief Exec. ONcer $ 7 25M $ 0
and Member of Exec.,
Governance & Nominating
committee

Mr. Lyor Cohen, 46
Chairman of U S Recorded
Music, Chief Exec. Officer of $ 6.00M $ 0
U S Recorded Music of U S
Recorded Music
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Mr. Michael D. Flelsher, .

41
Chief Financial Officer,
Principal Accounting Officer
and Exec. VP

Mr. Richard Blackstone,
46
Chairman of NIA NIA
Warner/Chappell Music Inc.
and Chief Exec. Officer of
Warner/Chappell Music Inc

Mr. Craig Kallman,
Chairman and Chief Exec. N/A
Officer of Atlantic Records
Group
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Warner Music Group

News

back to latest news ) t http://www.wmg.corn/news/]

Warner Music Group Corp. Reports Fiscal Third Quarter
Results for the Period Ended June 30, 2006

08/03/06
Revenue increases 11% to $822 million with double-digit domestic and international
gains; Digital revenlle grows 109% to $92 million or u% oftotal revenue

I Total revenue of $822 million for the third quarter 2006 increased 11% from the prior-year quarter.
e Digital revenue was $92 million or 11% of total revenue in the quarter, up 109% from $44 million in the

same quarter last year.
o Operating income rose to $28 million in the third quarter compared to a loss of $92 million in the prior-

year quarter. Adjusted to exclude non-recumng items related to the company's IPO in 2D05 (see Non-
Recurring Items below), operating income rose 155% from $ 11 million,

I Operating income before depreciation and amortization (OIBDA) improved to $86 million from a loss of
$33 million in the prior-year quarter. Adjusted to exclude non-recurring items related to the company's IPO
in 2005 (see Non-Recurring Items below), OIBDA grew 23% from $70 million.

o Net loss of $0,10 per diluted share in the quarter improved from a net loss of $ 1.41 per diluted share in the
same quarter last year. Adjusted to exclude non-recurring items related to the company's IPO in 20D5 (see
Non-Recumng Items below), the company's net loss per diluted share for the third quarter of fiscal 2005
was $0.34.

Warner Music Group Corp. {NYSE: WMG) today announced its financial results for the three-month period
ended June 30, 2006.

"Continued execution on our strategy delivered balanced double-digit revenue growth both domestically and

internationally, produced significant margin and market share gains and sustained our leadership position in
digital," said Edgar Bronfman, Jr., Warner Music Group's Chairman and CEO. "We'e amassed strong
fundamental business momentum, outperforming the industry. Our artists'nd labels'emarkable performance
continues, including the success of our independent label initiatives. Additionally, we'e continued to innovate in
digital, with pioneering mobile partnerships in China and South Korea and novel product offerings such as SMS
tones in Germany. While we'e pleased with the results to date, our goal remains continuous growth in
shareholder value through the transformation ofWarner Music into the premier music-based content company."

Michael Fleisher, Warner Music Group's Executive Vice President and CFO, added: "We continue to believe that
our twelve-month performance is the best indication of the progress we are making in our inission to be a music-
based content company. Looking at the last twelve months, Warner Music Group's worldwide revenue was up 5%
year over year, outpacing the industry."

Third Quarter Results
For the third quarter of fiscal 2006, revenue increased by 11% to $822 million from $742 million in the same
quarter of fiscal 2005. Domestic revenue rose 11%, while international revenue grew 11% on both an as-reported

http://www.wing.corn/news/article/?id~ewsarticle31220017 11/24/2006
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and currency-adjusted basis. Revenue growth in Recorded Music was partially offset by modest declines in Music

Publishing.

Digital revenue more than doubled fiom the prior-year quarter to $92 million. Similar to last quarter, Warner

Music Group had a larger digital presence in the U.S. than outside the U.S., with approximately 74% ofthe

company's digital revenue coming from the U.S. and the remaining 26% coming from outside the U.S.

Operating income rose to $28 million in the third quarter, a margin of3.4%, compared to a loss of$92 million in
the prior-year quarter. Adjusted to exclude non-recurring items related to the company's IPO in 2005 (see Non-
Recurring Items below), operating income for the quarter rose to $28 million from $11 million in the prior-year
quarter and operating margin expanded by 1.9 percentage points.

OIBDA in the quarter improved to $86 million from a loss of $33 million in the prior-year quarter. Adjusted to
exclude non-recurring items related to the company's IPO in 2005 {see Non-Recurring Items below), OIBDA for
the quarter grew to $86 million from $70 million in the prior-year quarter and OIBDA margin improved by 1.1

percentage points to 10.5%. The company's OIBDA margin expansion reflects successful cost management in the
quarter and the benefit ofa shift to higher-margin digital revenue.

Net loss was $14 million or $0.10 per diluted share for the quarter. Net loss in our third quarter of fiscal 2005 was
$ 1.41 per diluted share. Adjusted to exclude non-recurring items related to the company's IPO in 2005 (see Non-
Recurring Items below), the prior-year quarter had a net loss of$44 million or $0.34 per diluted share.

As ofJune 30, 2006, the company had a cash balance of$306 million, short-term investments of $29 million, total
long-tean debt of$2.25 billion and net debt (total long-term debt minus cash and short-term investments) of
approximately $1.92 billion.

For the quarter, net cash provided by operating activities was $ 18 million. Free cash flow (calculated by taking
cash flow from operations less capital expenditures and cash paid for investments) amounted to ($33) million,
including $63 million in net cash outflow related to the acquisition ofRyko Corporation (which represents the
$67.5 million purchase price, net ofcash purchased as part of the business). Prior-year free cash flow amounted to
($113) million in the comparable 2005 fiscal quarter and included the payment ofcertain non-recurring items
related to the cotnpany's IPO in 2005 (see Non-Recurring Items below) and $50 million in cash received from the
sale ofcertain assets.

Unlevered after-tax cash flow, defined as free cash flow excluding cash interest paid and non-recumng
management fees (see Non-Recurring Items below) was $14 million, which included $63 million in net cash
outflow related to the acquisition ofRyko Corporation {see below for calculation ofNon-GAAP free cash flow
and unlevered after-tax cash flow).

Below is the business segment discussion for the quarter.

Recorded Music
Revenue for the company's Recorded Music business increased 15% to $678 million, and 16% on a constant-
currency basis. Both domestic and international markets contributed to this growth. Recorded Music digital
revenue of $88 million surged 132% over the prior-year quarter and represented 13% oftotal Recorded Music
revenue. Digital growth is reflective ofthe company's continued digital innovation along with the success ofnew
releases.

Recorded Music revenue increases reflect the success ofboth established and developing artists, as well as

http://www.wmg.corn/news/article/Yidmewsarticle31220017 11/24/2006
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significant carryover sales. Major sellers in the quarter included titles &om Red Hot Chili Peppers, James Blunt,

T.I., Gnarls Barkley and Tim McGraw. Domestic Recorded Music revenue rose 19% in the quarter to $347

million from the prior-year quarter, while international Recorded Music revenue increased 12% from the prior-

year quarter to $331 million. This international revenue growth was primarily driven by strong gains in Europe
led by the United Kingdom and double-digit gains in the Asia/Pacific region.

Recorded Music operating income totaled $52 million in the quarter, a margin of 7.7%, up from $6 million in the
prior-year quarter. Adjusted to exclude non-recurring items related to the company's IPO in 2005 (see Non-
Recurring Items below), Recorded Music operating income doubled &om $26 million and Recorded Music
operating margin improved 3.3 percentage points from the comparable prior-year period.

Recorded Music OIBDA grew to $92 million for the quarter, compared to $47 million in the prior-year quarter.
Adjusted to exclude non-recumng items related to the company's IPO in 2005 (see Non-Recurring Items below),
Recorded Music OIBDA grew 37% &om $67 million driven by increased revenue, higher-margin digital sales
and successful management ofcosts and Recorded Music OIBDA margins expanded by 2.2 percentage points to
13.6%.

Music Publishing
Music Publishing revenue decreased by 7% to $ 150 million compared to the same quarter in the prior year, but
was down 2% &om the prior-year quarter on a constant-currency basis and excluding $8 million ofprior-year
revenue from the company's sheet music business sold in May 2005. Digital revenue from Music Publishing
amounted to $4 million, which represents 3% of total Music Publishing revenue for the quarter.

Declines in synchronization revenue of 36% and mechanical revenue of6% were partially offset by a 16%
increase in performance revenue, Mechanical revenue declines reflect a prior-year industry reduction in physical
record sales. Synchronization revenue fell as a result of variability in market demand as well as the timing ofcash
payments received. The increase in performance revenue reflects a change in the timing of payments received
&om a domestic performing rights organization.

Music Publishing operating income was $9 million in the quarter, a margin of 6.0%, down 31% &om $ 13 million
in the prior-year quarter. Music Publishing OIBDA was $23 million in the quarter, down 18% from $28 million in
the prior-year quarter. Operating income and OIBDA were down due to lower revenue and a pick-up in
investments to drive long-term growth. Turning the Music Publishing business around remains a top management
priority.

Non-Recurring Items
The company's operating results for the third quarter of fiscal 2005 contained non-recurring, IPO-related items
including a $73 million fee to terminate a management contract, $ 1 million ofmanagement fees paid to the
company's Investor Group, certain cash payments to employees totaling $ 19 million related to the issuance of
stock awards below fair market value and payment ofa $ 10 million bonus to employees, as previously disclosed.
Net income and earnings per share also included a charge of $35 million resulting from the redemption of debt
issued by the company's subsidiary, WMG Holdings Corp. These non-recurring items had related tax expense of
$3 million.

Recorded Music operating results for the third quarter of fiscal 2005 contained non-recurring charges of $8

million for IPO-related cash bonuses and $ 12 million for bonuses related to stock awards. Music Publishing
operating results for the third quarter of fiscal 2005 contained a non-recurring charge of $ 1 million for IPO-related
cash bonuses.

http://www.wmg.corn/news/article/?id=newsarticle31220017 11/24/2006
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FAS 123 Expenses
FAS 123 expenses, which represent stock compensation expenses, amounted to $4 million for the quarter ended
June 30, 2006 and $9 million for the quarter ended June 30, 2005. Recorded Music FAS 123 expenses amounted
to $3 million and $6 million for the quarters ended June 30, 2006 and 2005, respectively. Music Publishing FAS
123 expenses amounted to about $ 1 million for the quarter ended June 30, 2006 and $ 1 million for the quarter
ended June 30, 2005.

Financial details for the company's third'.fiscal quarter 2006 can be found in the Form 10-Q filed today with the
Securities and Exchange Commission.

This morning, management will be hosting a conference call to discuss the results at 10:00 A.M. EDT. The call

1

About Warner Music Group
Warner Music Group became the only stand-alone music company to be publicly traded in the United States in
May 2005. With its broad roster ofnew stars and legendary artists, Warner Music Group is home to a collection
of the best-known record labels in the music industry including Asylum, Atlantic, Bad Boy, Cordless, East West,
Elektra, Lava, Maverick, Nonesuch, Perfect Game, Reprise, Rhino, Rykodisc, Sire, Warner Bros. and Word.
Warner Music International, a leading company in national and international repertoire, operates through
numerous international affiliates and licensees in more than 50 countries. Warner Music Group also includes
Warner/Chappell Music, one of the world's leading music publishers.

"Safe Harbor" Statement under Private Securities Litigation Reform Act of 1995:
This communication includes forward-looking statements that reflect the current views ofWarner Music Group
about future events and financial performance. Words such as "estimates," "expects," "anticipates," "projects,"
"plans," "intends," "believes," "forecasts" and variations of such words or similar expressions that predict or
indicate future events or trends, or that do not relate to historical matters, identify forward-looking statements. All
forward-looking statements are made as of today, and we disclaim any duty to update such statements. Our
expectations, beliefs and projections are expressed in good faith and we believe there is a reasonable basis for
them. However, there can be no assurance that management's expectations, beliefs and projections will result or
be achieved. Investors should not rely on forward-looking statements because they are subject to a variety of
risks, uncertainties, and other factors that could cause actual results to differ materially from our expectations.
Please refer to our Form 10-K and Form 10-Q concerning factors that could cause actual results to differ
materially from those described in our forward-looking statements.
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Figure 2. oner tvluslc Group Corp. -Consolidated Balance Sheetszs of630 06 and gi3015{dollars ln.
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Rgure3; Warner I hsic Group Corp.-- Summarized Statement cf Ca& Rov2s Three hbnths and Nine ISbnths Ended 6/30))6mrsus
6/3E05fdcllars in m9llcns'l
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Supplemental Disclosures Re ardin Non-GAAP Financial Information

OIBDA
We evaluate our operating performance based on several factors, including our primary financial
measure of operating income Joss) before non-cash depreciation of tangible assets and non-cash
amortization of intangible assets (which we refer to as OIBDA). We consider OIBDA to be an important
indicator of the operational strengths and performance of our businesses, and believe the presentation
of OIBDA helps improve the ability to understand the company's operating performance and evaluate
our performance in comparison to comparable periods. However, a limitation of the use of OIBDA as a
performance measure is that it does not reilect the periodic costs ofcertain capitalized tangible and
intangible assets used in generating revenue in our businesses. Accordingly, OIBDA should be
considered in addition to, not as a substitute for, operating income Ooss), net income Ooss) and other
measures of financial performance reported in accordance with accounting principles generally
accepted in the U.S.

Figure 4. Wsner Music Group Corp.- Reconciliation of OIBDAto Ndhcome Three and line ISbnths Ended 623M)6mms
Sls)i)5 (dollars in mtiiicns) 2
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Ad usted Results
As previously disclosed, the prior year contained a number of non-recurring charges that occurred
concurrently with or in connection with our initial public offering. Such charges relate to specific IPO-
related one-time events and do not reflect ongoing operations of the business. Therefore, the company
is also presenting results excluding these items. We consider these adjusted results to be an important
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indicator ofthe operational strengths and performance of our businesses, including the ability to
provide free cash flow to service debt. However, a limitation ofthe use of these adjusted amounts as
performance measures is that they do not reflect the charges noted and, therefore, do not necessarily
represent funds available for discretionary use, and are not necessarily measures ofthe company's
ability to fund its cash needs. Accordingly, these adjusted amounts should be considered in addition to,
not as a substitute for, operating income Ooss), net income Ooss), EPS and other measures of financial
performance reported in accordance with accounting principles generally accepted in the U.S.
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Figure 7. Vlalner Mimic Groli() Corp. — Iteconciliation cf GAAP to Iton@AAP l let Incon)a {Loss) and Ea)ningsPer
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CaIrstant Ctrrrenc
As exchange rates are an important factor in understanding period to period comparisons, we believe
the presentation of results on a constant-currency basis in addition to reported results helps improve
the ability to understand the company's operating results and evaluate our performance in comparison
to prior periods. Constant-currency information compares results between periods as if exchange rates
had remained constant period-over-period. We use results on a constant-currency basis as one measure
to evaluate our performance. However, a limitation of the use of the constant-currency results as a
performance measure is that it does not reflect the $4 million unfavorable impact of exchange rates on
both our Total and Recorded Music revenue in the three months ended. June 8o, 2oo6 compared to the
comparable prior-year quarter and the 462 million, $48 million and $1.4 million unfavorable impact of
exchange rates on our Total, Recorded Music and Music Publishing revenue, respectively, in the nine
months ended June 30, 2006 compared to the comparable period in the prior year (see Figure 9).
Further, it does not reflect the gl million impact ofunfavorable exchange rates on both Total and
Recorded Music operating income (see Figure 8 and 5 to calculate the impact). In addition, it does not
reflect the $4 million unfavorable impact of exchange rates on our total international revenue for the
three months ended June go, 2oo5 (see Figure 9) or the 555 million unfavorable impact of exchange
rates on our revenue for the last twelve months (see Figure u). These results should be considered in
addition to, not as a substitute for, results reported in accordance with accounting principles generally
accepted in the U.S. Results on a constant-currency basis, as we present them, may not be comparable
to similarly titled measures used by other companies and is not a measure ofperformance presented in
accordance with accounting principles generally accepted in the U.S.
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Free Cash Flow
Free cash flow reflects our cash flow provided by operating activities less capital expenditures and cash
paid or received for investments. We use free cash flow, among other measures, to evaluate our
operating performance. Management believes free cash flow provides investors with an important
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perspective on the cash available to service debt, make strategic acquisitions and investments, fund
ongoing operations and working capital needs and pay ongoing regular quarterly dividends. As a result,
free cash flow is a significant measure of our ability to generate long-term value. It is useful for
investors to know whether this ability is being enhanced or degraded as a result of our operating
performance. We believe the presentation of free cash flow is relevant and useful for investors because
it allows investors to view performance in a manner similar to the method used by management. In
addition, free cash flow is also a primary measure used. externally by our investors and analysts for
purposes ofvaluation and comparing the operating performance of our company to other companies in
our industry.

As free cash flow is not a measure of performance calculated in accordance with GAAP, free cash flow
should not be considered in isolation of, or as a substitute for, net income (loss) as an indicator of
operating performance or cash flow provided by operating activities as a measure of liquidity. Free cash
flow, as we calculate it, may not be comparable to similarly titled measures employed by other
companies. In addition, free cash flow does not necessarily represent funds available for discretionary
use and is not necessarily a measure of our ability to fund our cash needs. As free cash flow deducts
capital expenditures and cash paid or received for investments from "cash flow provided by operating
activities" (the most directly comparable GAAP financial measure), users of this information should
consider the types of events and transactions that are not reflected. We provide below a reconciliation of
free cash flow to the most directly comparable amount reported under GAAP - - "cash flow provided by
operating activities."

Free cash flow includes cash paid for interest and certain non-recurring payments. We also review our
cash flow adjusted for these items, a measure we call unlevered after-tax cash flow. Management
believes this measure provides investors with an additional important perspective on our cash
generation ability. We consider unlevered after-tax cash flow excluding certain non-recurring items to
be an important indicator of the performance of our businesses and believe the presentation is relevant
and useful for investors because it allows investors to view performance in a manner similar to the
method used by management. A limitation of the use of this measure is that it does not reflect the
charges noted and, therefore, does not necessarily represent funds available for discretionary use, and is
not necessarily a measure of the company's ability to fund its cash needs. Accordingly, this measure
should be considered in addition to, not as a substitute for, net cash flow provided by operating
activities and other measures of liquidity reported in accordance with accounting principles generally
accepted in the U.S.
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Twelve-Month Results
We believe that, especially given the rhythm of the music release schedule and associated marketing
and promotional expenses, quarterly variations of results are normal in our businesses. As a result, in
addition to viewing our performance for current periods, we evaluate our operating performance on a
full-year basis. We manage our business based on twelve-month results and consider twelve-month
performance to be an important indicator of the performance of our businesses and believe the
presentation of twelve-month results help improve the ability to understand the company's operating
performance and evaluate our performance in comparison to prior periods. These twelve-month results
should be considered in addition to, not as a substitute for, revenue and other measures of financial
performance reported in accordance with accounting principles generally accepted in the U.S. In
addition, the twelve-month periods presented below are not accounting periods under SEC rules or
accounting principles generally accepted in the U.S. Our twelve months ended June 3o, 2oo6 unaudited
revenue was derived from our unaudited financial statements for each of the three-month periods
ended J'une.3o, 20o6, March 31, 2oo6, December 31, 2oo5 and September 3o, 2005. Our twelve
months ended June 30 2005 unaudited revenue was derived &om our unaudited financial statements
for each of the three-month periods ended June 30, 2005, Mal'cll 31, 2005, Decembei'1, 2004 and
September 30, 2004.

http://www.wmg.corn/news/article/?id=newsarticle31220017 11/24/2006
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Flgllte 11. Neuter fflnsic Group Corp. -Last Tvrehre frlonths (*ATM''1 Revenues fflollais fn millions)

LTffl 6r301}6'"'TM 6/30195 ~oCh aalu 4

Q4 2005/ Q4 2004
Q1 2005/ Q1 2004
Q2 2006/ Q2 2005
Q3 2006/ Q3 2005
Last Twelve Months Revenues

lunauditedj
$935

1,044
796
82

ttrneudited}
$798

1,068
767~42

55.552 ..55.395

13o/o

(4%)

~110
5';e

Irnpad of foreign currency exchange rates
Lw4t Twelve frlonths Rerenue - Constant:.Currency '3.567 . 3.340

(a). Fullfi5calyear re5renua for tirefl5catyear ended September XI; 2005 111ras $3%2.

Source: Learner Music Group

Copyright 2oo6 Warner Music Inc. / Privac Notice / Terms ofUse / Indust Resources / Job
~Opportunities / I~As / Parental Adviso

Please note that while you are reviewing any information on this website, the information is posted as of
the dates listed. The Company has no obligation to update the information in the e-mail alerts or

otherwise from this website, which speak as oftheir respective dates.
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Music Group Corp. Reports Fiscal Second Quarter Results for the Period Ended March
31, 2006

Revenue Increases 4'/o to $796 Million; Digital Revenue Grows 157% to $90 Million or 11% of
Total Revenue

NEW YORK, NY, May 05, 2006- Warner Music Group Corp. (NYSE: WMG)

a Total revenue of $796 million for the second quarter 2006 increased 4% from the prior-year
quarter and was up 'I 0%, excluding the impact of exchange rates and the sheet music business
sold in May 2005.

o Digital revenue was $90 million, climbing to 11% of total revenue in the quarter, up 30%
sequentially from the first quarter 2006 and up 157% from $35 million in the same quarter last
year.

o Operating income rose 67% over the second quarter last year to $45 million in the quarter,
driving a 2.1 percentage point. improvement in operating income margin to 5.7%.

I Operating income before depreciation and amortization (OIBDA) in the quarter rose 18% over
the second quarter last year to $104 million, leading to a 1.6 percentage point expansion in

OiBDA margin to 13.1'/o.
I Net ioss of ($0.05) per diluted share in the quarter increased from a net loss of ($0.28) per

diluted share in the same quarter last year.

Warner Music Group Corp. (NYSE: WMG) today announced its financial results for the three-month
period ended March 31, 2006.

"One year since our IPO, Warner Music has grown revenue, outperforming the market and gaining

http://investors.wmg.corn/phoenix.zhtml?c=182480kp=iroi-newshrticle@10=852822@highlight= 11/27/2006



0 0 0 Oi 0
Warner Music Group

~
Investor Relations

~
news release

0
Page 2 of 18.

significant margin and market share," said Edgar Bronfman, Jr., Warner Music Group's Chairman and
CEO. "Through its strategy for profitable growth, this team has led the industry in the digital space,
,enhanced its competitiveness in the independent arena and gained share in the highest-growth market
segments. Our artists and labels have had a remarkable year — including both innovative efforts with
established artists and development of new artists."

Michael Fleisher, Warner Music Group's Executive Vice President and CFO, added: "We continue to
believe that our twelve-month performance is the best indication of the progress we are making in our
mission to be a music-based content company. Over the latest twelve months, Warner Music Group's
woridwide revenue was up 3% year-over-year, outpacing the industry."

Second Quarter Results

For the second quarter of fiscal 2006, revenue increased by 4% to $796 million from $767 million in the
same quarter of fiscal 2005. Domestic revenue rose 15% while international revenue fell 6%, but rose
2% on a currency-adjusted basis. On a constant-currency basis and excluding the sheet music
business(1), quarterly revenue rose 10% from the same quarter in the prior year.

Digital revenue nearly topled from the prior-year quarter to $90 million. Similar to last quarter, Warner
Music Group continues to have a larger digital presence in the U.S. than outside the U.S., with

approximately 70% of the company's digital revenue originating from the U.S. and the remaining 30%
coming from outside the U.S.

Operating income for the quarter rose by $18 million to $45 million, a 67% improvement when
compared to the prior-year quarter.

OIBDA for the quarter rose by $16 million to $104 million from $88 million last year, driving margin
improvement of 1.6 percentage points to 13.1%. This quarter's 01BDA includes $2 million in FAS 123

charges and a previously announced $8 million severance charge relating to an executive departure.
The prior year quarter included $7 million in FAS 123 charges.

Reported net loss was ($7) million or ($0.05) per diluted share for the quarter, compared to net income
of $4 million or ($0.28) per diluted share in the comparable prior-year period. Net income for the March
31, 2005 quarter included a $39 million unrealized gain to mark-to-market the warrants issued to Time
Warner as part of the original purchase price of the acquisition. The warrants were repurchased in May
2005.

http://investors.wmg.corn/phoenix.zhtmlYc=182480&p=irol-newsArticle&ID=852822&highlight= 11/27/2006
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The company also reported a cash balance of $359 million, short-term investments of $61 million, total
tong-term debt of $2.2 billion and net debt (total long-term debt minus cash and short-term
investments) of approximately $1.8 billion, as of March 31, 2006.

For the quarter, free cash flow {calculated by taking cash flow from operations less capital
expenditures and cash paid for investments) amounted to $162 million, compared to $193 million in the
comparable fiscal 2005 quarter. Unlevered after-tax cash flow (deflined as free cash flow excluding
cash interest paid and non-recurring management fees) was $186 million, compared to $220 million in
the comparable fiscal 2005 quarter (see below for calculation of Non-GAAP Free Cash Flow and
unlevered after-tax cash flow).

For the six months ended March 31, 2006, unlevered affer-tax cash flow was $246 million, compared
to $302 million in the prior-year comparable period. This gives Warner Music Group an 80%
conversion rate for the first six months of the 2006 fiscal year (calculated by taking unlevered affer-tax
cash flow and dividing by OlBDA).

Below is the business segment discussion for the quarter.

Recorded Music

Revenue for the company's Recorded Music business increased 9% to $676 million, and 13% on a
constant currency basis. Both domestic and international markets (on a constant-currency basis)
contributed to this growth. Recorded Music.digital revenue of $86 million represented 13% of total
Recorded Music revenue and grew 1?7% from the prior-year quarter. Digital growth is reflective of the
company's continued digital innovation along with the success of several key new releases.

Recorded Music revenue increases reflect the success of both established and developing artists, as
wefl as significant carryover sales. Major sellers in the quarter included titles from James Blunt, T.l.,
Madonna, Sean Paul and Juvenile. Domestic Recorded Music revenue fueled the quarter,'dding 22%
to $361 million from the prior-year quarter, while international Recorded Music revenue increased 4%,
excluding $21 million attributable to the negative impact of exchange rates. This international revenue
growth in the quarter was primarily driven by Europe led by the United Kingdom and italy and strong
double-digit gains in the AsiaIPaciflic region,

Recorded Music operating income climbed 33% to $40 million in the quarter over the prior-year'
quarter, yielding an operating margin of 5.9%, up 1.1 percentage points from the comparable prior-year

http://investors.wmg,corn/phoenix.zhtml?c=182480kp=irol-newsArticleAID=852822%highlight= 11/27/2006
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period.

Recorded Music OIBDA grew 13% to $81 million for the quarter, compared to $72 million in the prior-
year comparable period as a result of increased revenue and a more profitable product mix, including
higher-margin digital sales. This drove a OA percentage point expansion in OlBDA margins to 12.0%,
as compared to the same quarter last year.

Music Publishing

Music Publishing revenue decreased 16% compared to the same quarter in the prior year to $129 .

million in the quarter, but was down only 3% from the prior-year quarter on a constant currency basis
and excluding $11 million of prior-year revenue from the sold sheet music business. Digital revenue
from Music Publishing amounted to $4 million, which represents 3% of total Music Publishing revenue
for the quarter.

Declines in both mechanical revenue of 12% and synchronization revenue of 9% were partially offset
by an increase in performance revenue. Mechanical revenue declines reflect prior-year industry
declines in physical record sales. Synchronization and performance revenue variances reflect timing
issues rather than business growth or decline.

Music Publishing operating income was $32 million and OlBDA was $47 million in the quarter, both flat
from the prior-year quarter.

FAS 123 Expenses

FAS 123 expenses, which represent stock compensation expenses, amounted to $2 million for the
quarter ended March 31, 2006 and $7 million for the quarter ended March 31, 2005.

Financial details for the company's second fiscal quarter 2006 can be found in the Form 10-Q Sled
today with the Securities and Exchange Commission.

This morning, management will be hosting a conference call to discuss the results at 8:30 A.M. EST.
The call will be webcast on www.wmg.corn.

About Warner Music Group

http://investors.wmg.corn/phoenix.zhtmlfc=182480&pool-newsArticle85ID=852822%highlight= 11/27/2006
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Warner Music Group became the only stand-alone music company to be publicly traded in the United
States in May 2005. With its broad roster of new stars and legendary artists, Warner Music Group is
home to a colic@ion of the best-known recerd labels in the music industry including Asylum, Atlantic,
Bad Boy, Cordless, East West, Eleldrs, Lava, Maverick, Nonesuch, Perfect Game, Reprise, Rhino,
Sire, Warner Bios. and Word. Warner Music international, a leading company in national and
international repertoire, operates through numerous international affiliates and licensees in more than
5D countries. Warner Music Group also indudes Warner/Chappell Music, one of the world's leading
music publishers.

"Safe Harbor" Statement under Private Securities IXigation Reform Act of 1995:

This communication Includes forward-looking statements that reflect the current views of Warner Music
Group about future events and financial performance. Words such as "estimates," "expects,"
"anticipates," "projects." "plans," intends," "believes," "forecasts" and variations of such words or
similar expressions that predict or indicate future events or trends, or that do not relate to historical
matters, identify forward-looking statements. All forwaid-Iooking statements are made as of today, and
we disclaim any duty to update such statements. Our expectations, beliefs and projections are
expressed in good faith and we believe there is a reasonable basis for them. However, there can be no
assurance that management's expectations, beliefs and projections will result or be achieved. Investors
should not rely on forward-looking statements because they are subject to a variety of risks,
uncertainties, and other factors that could cause actual results to differ materially from our
expectations. Please refer to our Form 1D-K and Form 1D-Q concerning factors that could cause actual
results to differ materially from those described in our foiward-looking statements.

(1) The sheet music business, which we sold in May 2005, contributed $11 million to Music Publishing
revenue in the second quarter of fiscal 2DD5, and was immaterial to our profit measures in that quarter.

Six
MonthsMonths

Ended

Months Months
Ended Ended Ended

Figure 1. Warner Music Group Corp. — Consolidated Statement of Operations,
Three and Six Months Ended 3/31/06 versus 3/31/05 (dollars in millions,
except per share amounts)

Three Three Six

March
31I

2006

March
31,

2005 Change

March . March
31 J 31/

2006 2005 Change
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Revenues:

(unaud-
ited)

796

(unaud-
ited)

767

{unaudi-
ted)

4% $ 1,840

(unaudi-.
ted)

1, 855
Costs and expenses:

'Cost of revenues
Selling, general and
administrative

(409) (400) 2% (939) (981) (4s)

expenses
Amortization of

(294) (293) (617) (624)

intangible assets (48) (47) 2% . (95) . (93) 2%

Total costs and
expenses {751) $ (740) 15 $ (1, 651) $ (li 698) (3% )

Operating income
Interest expense, net
Equity in gains

(losses) of,
equity-method
investees

Unrealized gain on.
warrants

Minority interest

45 $ 27

(45) (52)

39

67% $ 189 $ 157

(13%) (90) (90)

17

20'4

expense
Other income, net

(5)
4 (50%)

Net income before
income taxes 3 $ 14 (79% } $ 102 $ .82

Income tax expense (10) (10) 0% (40) (42) (5%)

Net (loss) income $ .(7} $ 4 (275%) $ 62 $ 40 55%

Net income (loss) per
share:

Basic ($ 0.05} $ 0.04 (233%)$ 0.44 $ 0 '7 18%

http://investors.wmg.corn/phoenix.zhtml?c=182480&p=irol-newsArticle&ID=852822&highlight= 11/27/2006
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Diluted (a)
Weighted averages
shares outstanding:

Basic 141.9 107.7
Diluted (b) 141.9 '23.5
(a) Diluted net loss per share for the
March 31, 2005 reflects an add-back to

(8 0.05) 8 (0 ~ 28) (83%) $ 0.41 $ 0.19 114%

32% 141.7 107.6 32%

15% 150.6 119.6 26%

three months and six months ended
net income for the unrealized gain
exercise of the warrants in theon warrants as a result of the assumed

calculation.

Figure 2. Warner Music Group Corp. — Consolidated Balance Sheets as of
3/31/06 and 9/30/05 (dollars in millions&

(b) Diluted shares for the three months ended March 31, 2006 would include
an additional 8.9 million shares related to the assumed vesting of
restricted stock and assumed exercise of stock options if they were
anti-dilutive.

March 31,
2006

Sept 30,
2005 Change

Assets:
Current Assets

Cash & cash equivalents
Short-term investments
Accounts receivable, less allowances
of $ 230 and 8218

Inventories
Royalty advances (to be recouped w/in

1 year)
Deferred tax assets
Other current assets

(unaudited)

359
61

530

196

56

(audited)

288

637

52

190

39

25%

(17%)

(15%)

(11%)

Total Current Assets 1,278 8 1,242
Royalty advances (to be recouped after

1 year)
Investments
Property, plant & equipment, net

196
24

147

190
21

157

14%

(6%)

http://investors.wmg.corn/phoenix.zhtmDc=182480&p=irol-newsArticlekID=8528228chighlight= 11/27/2006
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Goodwill
Intangible assets subject to
amortization, net

Intangible assets not subject to
amortization

Other assets

876

1i737

100
106

869

1, 815

100
104

(45)

Total Assets $ 4,464 $ 4i498

Liabilities a Shareholders'quity:
Current Liabilities
Accounts payable
Accrued royalties
Taxes a other withholdings
Current portion of long-term debt
Dividend payable
Other current liabilities

1,088

17

20

327

1, 057

23

17

211 247 (15% )

(19% )

Total current liabilities
Long-term debt
Dividends payable
Deferred tax liabilities, net
Other noncurrent liabilities

192
225

201
226

1,706 $ 1,748
2,226 $ 2,229

(2%)

20'h

(4% )

Total Liabilities
Common stock

$ 4, 355 $ 4, 409

Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income

556

(475)
28

548

(480)
21 33%

Total Shareholders'quity $ 109 $ 89 22K

Total Liabilities & Shareholders'quity

$ 4 464 . $ 4 498 (1%)

Figure 3. Warner Music Group Corp. -- Summarized Statement of Cash Flows,

http://investors.wmg.corn/phoenix.zhtml?c=182480kp=irol-newsArticlekID=852822&highlight= 11/27/2006
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Three Months and Six Months Ended 3/31/06 versus 3/31/05 (dollars in
millions)

Three Three
Months Months
Ended Ended
March March

Six

Six'onths

Months
Ended Ended
March March

31. 3 1 g 31I 31I
2006 2005 Change 2006 2005 Change

(unau-
dited)

(unau-
dited)

(unau-
dited)

(unau-
dited)

Net cash provided by
operating activities

Net cash used in investing
activities

Net cash used in financing
activities

Effect of foreign currency
exchange rates on cash

176 g 229 (234) 8 205 S 292 (30%)

(75) . (36) 108% (91) (61) 49'5

(23) (46) (50%) (45) (342) (87%)

3 (6) (150%) 2 3 (33%)

Net increase (decrease) in
cash 81 8 141 (43%) 8 71 S (108) (166%)

Supplemental Disclosures Regarding Non-GAAP Financial Information

OIBDA

We evaluate our operating performance based on several factors, including our primary financial

measure of operating income (loss) before non-cash depreciation of tangible'assets and non-cash
amortization of intangible assets (which we refer to as OIBDA). We consider OIBDA to be an important
indicator of the operational strengths and performance of our businesses, and believe the presentation
of OIBDA helps improve the ability to understand the company's operating performance and evaluate
our performance in comparison to comparable periods. However, a limitation of the use of OIBDA as a
performance measure is that it does not reflect the periodic costs of certain capitalized tangible and
intangible assets used in generating revenue in our businesses. Accordingly, OIBDA should be

http://investors.wmg.corn/phoenix.zhtml?c=182480kp=irol-newsArticlek10=852822%highlight= 11/27/2006
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considered in addition to, not as a substitute for, operating income (loss), net income (loss) and other
measures of financial performance reported in accordance with accounting principles generally

accepted in the U.S.

Figure 4. Warner Music Group Corp.
Three and Six Months Ended 3/31/06

— Reconciliation of OIBDA to Net. Income,
versus 3/31/05 (dollars in millions)

Three Three
Months Months
Ended Ended
March March

3 1 I31,
2006 2005 Change

Six Six
Months Months
Ended Ended
March March

31. 31.
2006 2005 Change

OIBDA

Depreciation expense
Amortization expense

(unau-
dited)

104

(48)

(unau-
dited)

88

(14) (215

{unau-
dited)

306

) (22)
(95)

(unau-
dited)
$ 278

(28)
{93)

10%

(21$ )

Operating income
Interest expense, net
Equity in gains (losses)
of equity-method
investees

Unrealized gain on
warrants

Minority interest expense
Other income, net

45 $ 27

(45) (52)

39

67'h $ 189 $ 157

(13%) {90) (90)

17

(5)

20%

(50% )

Income before income taxes $ 3 $ 14 (79') $ 102 $ 82 244

Income tax expense (10) (10) 0% (40) - (42) {5%)

Net (loss) income (7) $ 4 (275%) $ 62 $ 40 55%

OIBDA Margin
Operating Income Margin 5.7% 3.5%

13.1$ 11.5% 16. 6% 15.

0%'0.34 '.5%

http://investors.wmg.corn/phoenix.zhtml?c=1824808rp=irol-newsArticlekID=852822%highlight= 11/27/2006
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Figure 5. Warner Music Group Corp. — Statement of Operations by Segment,
Revenue by Geography, Three and Six Months Ended 3/31/06 versus 3/31/05
(dollars in millions)

Ended
March

311

2006

Ended
March

31,
2005

Three Three
Months Months

Change

Six
Months

Ended
March

31I
2006

Six
Months

Ended
March

31/
2005 Change

(unaudi- (unaudi-
ted) ted)

(unaudi- (unaudi-
ted) ted)

Recorded Music:
Revenue
OIBDA

$ 676 $ 621 9% $ 1 I 596 $ 1 i 561
81 72 13% 287 266

2%

8%

Depreciation and
amortization 41 42 (2%) 81 84 (4%)

Operating Income $ 40 $ 30 33% $ 206 $ 182 13%

Music Publishing (a):
Revenue
OIBDA

$ 129 $ 154 (16%) $ 260 $ 309 (16%)

47 47 68 71 (4%)

Depreciation and
amortization 15 30 29

Operating Income 32 $ 32 - $ 38 $ 42 (10%)

Total:
Revenue
OIBDA

796 $ 767 4% $ 1,840 $ 1,855 (1%)

104 88 18% 306 278 10%

Depreciation and
amortization 59 61, (3%) 117 121 (3%)

Operating Income 45 $ 27 67% $ 189 $ 157 20%

http://investors.wmg.corn/phoenix.zhtmllc=182480kp~ol-newsArticleMD=852822&highlight= 11/27/2006



 0 0  
Warner Music Group )

Investor Relations
( news release

0 0
Page 12'of 18

Revenue by Geography:
US revenue (b)
Recorded Music
Music Publishing

International revenue
Recorded Music
Music Publishing

417 $

361
56

379
315

64

363
296

67

404

325

79

15% $

22%

(16%)

(6%)

(3%)

(19%)

876 $ 850 3%

768 709 8%'08

141 (23%)

964 1, 005 (4%)

828 852 '3%)
136 153 (11'5)

$ 796 $ 767 4% $ 1,840 $ 1,855 (1%)

(a) The sheet music business, which was sold in May 2005, contributed to
Music Publishing revenues for the three and six months ended March 31,
2005, as follows:

3 Months Ended 6 Months Ended

Including Excluding Including
sheet Sheet sheet sheet Sheet

Excluding
sheet

music music music music music music
business business business business business business

Revenue $ 154 11 $ 143 $ 309 26 $ 283
OIBDA 47 (1) 48 71 71
Operating Income 32 . (1) 33 42 42

(b) Excluding prior year revenue from the sheet music business, US Revenue'rewby $ 65 million or 18'5, and $ 52 million or 6%, for the three months and
six months ended March 31, 2006, respectively, as compared to the prior
year periods.

Constant Currency

As exchange rates are an important factor in understanding period to period comparisons, we believe.
the presentation of results on a constant currency basis in addition to reported results helps improve
the ability to understand the company's operating results and evaluate our performance in comparison
to prier periods. Constant currency information compares results between periods as if exchange rates
had remained constant periodwver-period. We use resulti on a constant currency basis as one
measure to evaluate our performance. However, a limitation of the use of the constant currency results

http://investors.wmg.corn/phoenix.zhtml'Ic=182480kp~ol-newsArticle&ID=85282288ughlight= 11/27/2006
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as a performance measure is that it does not reflect the $31 million, $21 million and $10 million

unfavorable impact of exchange rates on our Total, Recorded Music and Music Publishing revenue,
respectively, in the three months ended March 31, 2006 compared to the comparable prior year
quarter and the $58 million, $44 million and $14 million unfavorable impact of exchange rates on our
Total, Recorded Music and Music Publishing revenue, respectiveiy, in the six months ended March 31,

2006 compared to the comparable period in the prior year. Further, it does not reflect the $31 million

unfavorable impact of exchange rates on our total international revenue for the three months ended
March 31, 2005 or the $31 million unfavorable impact of exchange rates on our revenue for the last
twelve months (see Figure 8). These amounts are calculated by comparing our actual results in

Figures 1 and 5 with the constant currency amounts in this Figure 6. For example, Revenue for the
three months ended March 31, 2005 were $767 million as set forth in Figure 1, compared to $736
million on a constant currency basis as set forth in Figure 6, for a difference of $31 million. These
results should be considered in addition to, not as a substitute for, results reported in accordance with

accounting principles generally accepted in the U.S. Results on a constant currency basis, as we
present them, may not be comparable to similarly titled measures used by other companies and is not

a measure of performance presented in accordance with accounting principles generally accepted in

the'.S.

Figure 6. Warner Music, Group Corp. -- Constant Currency Information—
Segment Statement of Operations, Revenue by Geography, on a Non-GAAP

Constant Currency Basis and Excluding the Sheet Music Business for the
Three and Six Months Ended 3/31/06 versus 3/31/05 (dollars in millions)

Three Three .Six Six

Ended
March

Ended
March

Months Months

March March

Months Months
Ended Ended

31/
2006

31/
2005 Change

31,
2006

31.
2005 Change

Segment Statement of
Operations .

Recorded Music:
Revenue
OIBDA

(unaudi- (unaud-
ted) ited)

$ 676 $ 600

81 , 75

(unaudi- (unaudi-
ted) ted)

13% $ li596 $ 1I517
8% '87 263

5%

9'h
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Depreciation and
amortization 41 42 (2%) 81 84 (44)

Operating income 40 $ 33 21% $ 206 $ 179 15%

Music Publishing:
Revenue
OIBDA

Depreciation and

129 $ 144 (10%) $ 260 $ 295 (12'5)

47 44 7% 68 68

amortization 15 17 (12%) 30 31 (34)

Operating Income $ 32 $ 27 19m $ 38 $ . 37

Total:
Revenue
OIBDA

796 $ 736
104 87

84 $ l~ 840 $ 1'97 2%

20% 306 272 13%

Depreciation and
amortization 59 (3%) 117 121 (3S)

Operating Income 73% $ 189 $ 151 25%

Sheet Music Business:
Revenue
OIBDA

Depreciation and
amortization

0 $ 11

(1)

0 $ 26

Operating Income 0 $ (1) 0 $ , 0

Total excluding Sheet
Music Business:

Revenue
OIBDA

796 $ 725
104 88

10'8 $ 1,840 $ 1,771 48

18% 306 , 272 13%

Depreciation and
amortization 61 (3%) 117 121 (3%)
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Operating Income $ 45 $ 27 67% $ 189 $ 151 25%

Revenue by Geography:
US revenue
Recorded Music
Music Publishing

International revenue
Recorded Music
Music Publishing

417
361

56
379
315

64

363

296
67

373
302

71

15%

22iL

(16%)

(10%)

$ 876 $ 850 3%

768 709 8%

108 141 (23%)

964 947 24

828 806 3%

136 141 (4%)

. Total revenue $ 796 $ 736 8$ $ 1,840 $ 1,797 2%

Free Cash Flow.

Free cash flow reflects our cash flow provided by operating activities less capital expenditures and
cash paid or received for investments. We use free cash flow, among other measures, to evaluate our
operating performance. Management believes free cash flow provides investors with an Important
perspective on the cash available to service debt, make strategic acquisitions and investments, fund
ongoing operations and.working capital needs and pay ongoing regular quartehy dividends. As a
result, free cash flow is a significant measure of our ability to generate long-term value. It is useful for
investors to know whether this ability is being enhanced or degraded as a result of our operating
performance. We believe the presentation of free cash flow is relevant and useful for investors
because it allows investors to view performance in a manner similar to the method used by
management. In addition, free cash flow is also a primary measure used externally by our investors .

and analysts for purposes of valuation and comparing the operating performance of our company to
other companies in our industry.

As free cash flow is not a measure of performance calculated in accordance with GAAP, free cash flow

should not be considered in isolation of, or as a substitute for, net income (loss) as an indicator of
operating performance or cash flow provided by operating activities as a measure of liquidity. Free
cash flow, as we calculate it, may not be comparable to similarly titled measures employed by other
companies. In addition, free cash flow does not necessarily represent funds available for discretionary
use and is not necessarily a measure of our ability to fund our cash needs. As free cash flow deducts
capital expenditures and cash paid or received for investments from cash flow provided by operating
activities, the most directly comparable GAAP financial measure, users of this information should

http://investors.wmg.corn/phoenix.zhtml?c=1824808tp~ol-newsArticle8QD=8S2822khighlight= 11/27/2006
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consider the types of events and transactions that are not reflected. We provide below a reconciliation'f
free cash flow to the most directly comparable amount reported under GAAP, cash flow provided by

operating activities.

Free cash flow includes cash paid for interest and certain non-recurring payments. We also review our
cash flow adjusted for these items, a measure we call unlevered after-tax cash flow. Management
believes this measure provides investors with an additional important perspective on our cash
generation ability. We consider untevered after-tax cash flow excluding certain non-recurring items to
be an important indicator of the performance of our businesses and believe the presentation is relevant
and useful for investors because it allows investors to view performance in a manner similar to the
method used by management. A limitation of the use of this measure is that it does not reflect the
charges noted and, therefore, does not necessarily represent funds available for discretionary use, and
is not necessarily a measure of the company's ability to fund its cash needs. Accordingly, this measure
should be considered in addition to, not as a substitute for, net cash fiow provided by operating
activities and other measures of liquidity reported in accordance with accounting principles generally
accepted in the U.S.

Figure 7. Warner Music Group Corp. — Calculation of Free Cash Flow,
Three Months and Six Months Ended 3/31/06.versus 3/31/05 (dollars. in
millions)

Three
Months
Ended
March 31,

2006

Three
Months
Ended
March 31,
'2005

Six
Months
Ended
March 31,

2006

Six
Months
Ended
March 31,

2005

Net cash flow
(unaudited) (unaudited) (unaudited) (unaudited)

provided by
operating activities $

Less: Capital
expenditures

Less: Cash paid
for investments

14

28 18 47

176 $ 229 $ 205 $ 292

Fre'e cash flow (a) $ - 162 $ 193 $ 175 $ 231

http://investors.wmg.corn/phoenix.zhtml'?c=1824808rp=irol-newsArticle8rID=852822@highlight= 1 1/27/2006
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(a) - Free cash flow includes cash paid for interest and certain
non-recurring cash payments as follows (in millions):

Three Three Six Six
Months
Ended
Maroh 31,

Months
Ended

Months
Ended

March 31, . March 31,

Months
Ended
March 31@

2006 2005 2006 2005

Free cash flow
Plus: Cash paid
for interest

Plus: Cash paid
for management fees

162

24

193 S 175 S 231

24

Unlevered after-tax
cash flow 186 220 g 246 S 302

Twelve-Month Results

We believe that, especially given the rhythm of the music release schedule and associated marketing
and promotional expenses, quarterly variations of results are normal in our businesses. As a result, in

addition to viewing our performance for current periods, we evaluate our operating performance on a
full-year basis. We manage our business based on twelve-month results and consider twelve-month

performance to be an important indicator of the performance of our businesses and believe the
presentation of twelve-month results help improve the ability to understand the company's operating
performance and evaluate our performance in comparison to prior periods. These twelve-month results
should be considered in addition to, not as a substitute for, revenue and other measures of financial

performance reported in accordance with accounting principles generally accepted in the U.S. In

addition, the twelve-month periods presented below are not accounting periods under SEC rules or

accounting principles generally accepted in the U.S. Our twelve months ended March 31, 2006
unaudited revenue was derived from'our unaudited financial statements for each of the three-month
periods ended March 31, 20M, December 31, 2005, September 30, 2005 and June 30, 2005. Our
twelve months ended March 31, 2005 unaudited revenue was derived from our unaudited financial

statements for each oithe three-monS periods ended March 31, 2005, December 31, 2004,

http://investors.wmg.corn/phoenix.zhtml?c=1824808rp=irol-newshrticlekID=8528228rhigMight= 11/27/2006
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September 30, 2004 and June 30, 2004.

Figure 8. Warner Music Group Corp. — Last Twelve Months ("LTM") Revenues
(dollars in millions)

Q3'005 / Q3 2004
Q4 2005 / Q4 2004
Ql 2006 / Q1 2005
Q2 2006 / Q2 2005

LTM 3/31/06(a)

(unaudited)
742

905

1, 044

796

LTM 3/31/05

(unaudited)
726
798

1, 088

767

5 Change

215

13%

(4%)

Last Twelve Months Revenues 3,487 $ 3,379 3 a.

Impact of foreign currency
exchange rates (31)

Last Twelve Months Revenue
— Constant Currency 3, 487 3,348

(a). — Full fiscal year revenue for the fiscal year ended September 30,
2005 was $ 3, 502.

To download the charts ln the above press release, please Click Here.

Copyright 2008 Warner Music inc. I privacy policy I terms of use I industry resources I careers I faq I parental advisory
*

Please,note thatwhile you are reviewing any information on this website, the information Is posted as of the dates listed. The Company has no obligation to update the information in the email alerts or
otherwise from this website, which speak as of their respective dates.
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Warner Music Group Corp. Reports Fiscal First Quarter
Results for the Period Ended December 3'i, 2005

02/14I06
Digital revenue increases j.76% to  69 million;
Net income grows 92% to $69 million or $o.46 per diluted share

o Total revenue of $1,044 million for the first quarter 2006 declined 4% year-over-year and was flat
year-over-year excluding the impact ofexchange rates and the sheet music business sold in May
2005.

e Digital revenue was $69 million climbing to 7% oftotal revenue in the quarter, up 30%
sequentially from the fourth quarter 2oo5 and 176% from $25 million in the same quarter last
year.

o Operating income rose 11% year-over-year to $144 million in the quarter driving a 1.9 percentage
point improvement in operating income margin to 13.8%.

e Operating income before depreciation and amortization (OIBDA) in the quarter improved 696
year-over-year to $2o2 million leading to a 1.8 percentage point expansion in OIBDA margin to
19.3%.

s Net income nearly doubled to $69 million in the quarter from $36 million in the same quarter
last year, driving earnings up 47% to $o.46 per diluted share.

Warner Music Group Corp. (NYSE: WMG) today announced its first quarter financial results for the
three-month period ended December 31, 2005.

"This report demonstrates that we are transforming our vision into results. Warner Music Group is
building on its strong 2005 performance creating sustained growth ofshareholder value," said Edgar
Bronfman, Jr., Warner Music Group's Chairman and CEO. "Our intense focus on and investment in the
digital music business yielded dramatic growth in digital revenue, which was a major contributor to
gains in total worldwide Recorded Music performance on a constant-currency basis. Our disciplined
approach to profitable growth led to improved OIBDA and margins. In addition, a series ofsuccessful
releases and AkR achievements also strengthened our competitive position - as reflected by Warner
Bros. Records'chieving the top-ranked label ofthe year for the first time in nine years."

Michael Fleisher, Warner Music Group's Executive Vice President and CFO, added: "We believe that
our twelve-month performance is the best indication ofthe progress we are maldng in our mission to be
a music-based content company. Over the latest twelve months, Warner Music Group's worldwide
revenue was up 3% year-over-year outpacing the industry.

First Quarter Results
For the first quarter of fiscal 2006, revenue declined by 4% to $1,044 million from $1,o88 million in the
same quarter of fiscal 2oo5, primarily due to exchange rate fluctuations and the contribution from the

http://www.wmg.corn/news/article/?idmewsarticle29420009 11/26/2006
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sheet musie business sold in May zoo5. The sheet music business contributed $ i.5 inillion to Music
Publishing revenues and $ i. million to each of OIBDA, Operating Income and Net Income in the first
quarter of fiscal zoo5. On a constant-currency basis (excluding a $zy million unfavorable impact of
exchange rates) and excluding the sheet music business, quarterly revenue dipped o.2% year-over-year.
While reported revenue from both domestic and international markets each slipped 3% excluding the
sheet music business in the prior year, international revenue actually rose by i..9% on a constant-
currencybasis.

Operating income for the quarter rose by $x4 million to $x44 million from $i3o million in the prior
year. On a constant-dollar basis, the company's operating income improved by i.5% from the
comparable fiscal zoo5 quarter.

OIBDA for the quarter rose by $12 million to $202 million from $ i.9o million last year, driving margin
improvement of i..8 percentage points to 19.3%.

Reported net income was $69 million or $o.46 per diluted share for the quarter compared to $36
million or $o.3t per diluted share in the comparable prior-year period.

The company also reported a cash balance of $z78 million, total long-term debt of $z.z billion and net
debt (total long-term debt minus cash) of approximately $z.o billion, as of December 31, 2005.

For the quarter, free cash Sow (calculated by taldng cash flow from operations less capital expenditures
and cash paid for investments) amounted to $z3 million compared to $38 million in the comparable
fiscal aoo5 quarter. Unlevered after-tax cash Qow (defined as free cash flow less cash interest paid and
non-recurring management fees) was $6o million compared to $83 milliori in the comparable fiscal
zoo5 quarter (see below for calculation of Non-GAAP Free Cash Flow).

The current quarter operating cash flow was negatively affected as compared to the same quarter last
year by the shift ofemployee annual bonus payments from the second fiscal quarter to the first fiscal
quarter, given the change in the fiscal year-end from November 3o to September 3o.

Below is the business segment discussion for the quarter.

Recorded Music
Revenue for the company's Recorded Music business decreased z% to $9zo million. Digital Recorded
Music revenue of $64 million represented 7% of total Recorded Music revenue and grew 36%
sequentially from the fourth quarter of fiscal 2oo5. Major sellers in the quarter included product from
Madonna, Enya, James Blunt, Green Day and Notorious B.I.G.

While domestic Recorded Music revenue was largely flat, declining t.5% to $4oy million year-over-year,
international Recorded Music revenue grew by 1.8%, excluding $23 million attributable to the negative
impact of exchange rates. This year-over-year international revenue growth was primarily driven by
growth in Europe in the quarter led by the United Kingdom and strong double-digit gains in the
Asia/Pacific region, slightly offset by modest declines in Latin America.

Recorded Music operating income climbed 9% to $z66 million in the quarter over the prior year,
yielding an operating margin of x8.o%, up j..8 percentage points from the comparable prior-year period.

Recorded Music OIBDA grew 6% to $2o6 million for the quarter compared to $t94 million in the prior-
year comparable period'as a result of a more profitable product mix, including higher-margin digital

http://www.wmg.corn/news/article/?id~ewsarticle29420009 11/26/2006
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sales. This drove a i..8 percentage point expansion in OIBDA margins to 22.4% as compared to the same
quarter last year.

Music Publishing
Music Publishing revenue decreased x5% compared to the same quarter in the prior year to $ i3i. million
in the quarter and was down only 4% year-over-year on a constant-currency basis excluding a $4
million unfavorable impact of exchange rates and the impact of the sheet music business. Digital
revenue from Music Publishing amounted to $5 million which represents 4% of total Music Publishing
revenue for the quarter.

Declines in both mechanical revenue and. performance revenue of 6% were partially offset by growth in
digital and other revenue sources. Performance revenue and mechanical revenue results reflect radio
airplay and declines in prior period record sales. Synchronization revenue, consisting ofmovie, video
game and advertisement deals as well as sales in newer formats, particularly of ringtones, was flat.

Music Publishing operating income was $6 million in the quarter compared to $zo million in the prior-
year quarter ($9 million excluding the sheet music business). Music Publishing OIBDA was $2i. million
for the quarter, compared to $24 million in the same quarter of fiscal 2oo5 ($23 million excluding the
sheet music business).

FAS m3 Expenses
FAS 123 expenses, which represent stock compensation expenses, amounted to $6 million for the
quarter ended December 3i, 2oo5 and $2 million for the quarter ended December 3i, 2oo4. Recorded
Music FAS 123 expenses amounted to $3 million and $2 million, for the quarters ended December 31,
2005 and 2oo4, respectively. Music Publishing FAS i23 expenses amounted to $x million for the
quarter ended December 31, 2005. Corporate FAS 123 expenses amounted to $2 million for,the quarter
ended December 31, 2005.

Financial details for the companyGs first fiscal quarter zoo6 can be found in the Form io-Q filed today
with the Securities and Exchange Commission.

This morning, management will be hosting a conference call to discuss the results at 8:3o A.M. EST.
The call will be webcast on www.wm .corn f http://vnvw.wmg.corn/ 1.

About Warner Music Group
Warner Music Group became the only stand-alone music company to be publicly traded in the United
States in May aoo5. With its broad roster of new stars and legendary artists, Warner Music Group is
home to a collection of the best-known record labels in the music industry including Asylum, Atlantic,
Bad Boy, Cordless, East West, Elektra, Lava, Maverick, Nonesuch, Reprise, Rhino, Sire, Warner Bros.
and Word. Warner Music International, a leading company. in national and international repertoire,
operates through numerous international affiliates and licensees in more than 5o countries. Warner
Music Group also includes Warner/Chappell Music, one of the world's leading music publishers, with a
catalog ofmore than one million copyrights worldwide.

"Safe Harbor" Statement under Private Securities Litigation Reform Act of z995:
This communication includes forward-looking statements that reflect the current views ofWarner
Music Group about future events and financial performance. Words such as "estimates," "expects,"
"anticipates," projects," "plans," "intends," "believes," "forecasts" and variations of such words or
similar expressions that predict or indicate future events or trends, or that do not relate to historical
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matters, identify forward-looking statements. All forward-looking statements are made as of today, and
we disclaim any duty to update such statements. Our expectations, beliefs and. projections are expressed
in good faith and we believe there is a reasonable basis for them. However, there can be no assurance
that management's expectations, beliefs and projections will result or be achieved. Investors should not
rely on forward-looking statements because they are subject to a variety of risks, uncertainties, and
other factors that could. cause actual results to differ materially from our expectations. Please refer to
our Form j.o-K and Form 1o-Q concerning factors that could cause actual results to differ materially
from those described in our forward-looking statements.
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OIBDA
We evaluate our operating performance based on several factors, including our primary financial
measure ofoperating income {loss) before non-cash depreciation of tangible assets and non-cash
amortization of intangible assets (which we refer to as OIBDA). We consider OIBDA to be an important
indicator of the operational strengths and performance of our businesses, and believe the presentation
of OIBDA helps improve the ability to understand the company's operating performance and evaluate
our performance in comparison to comparable periods. However, a limitation of the use of OIBDA as a
performance measure is that it does not reflect the periodic costs of certain capitalized tangible and
intangible assets used in generating revenues in our businesses. Accordingly, OIBDA should be
considered in addition to, not as a substitute for, operating income Ooss), net income (loss) and other
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measures of6nancial performance reported in accordance with accounting principles generally
accepted in the U.S.

104%

f0'%igure

4: Warner Music Group Corp. - Reconciliation ofOIBDA to Net Income, Three
Months Ended xa/3i/o5 versus xm/3x/o4 (dollars in millions)
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Figure 5: Warner Music Group Corp. - Statement ofOperations by Segment, Three
Months Ended xs/3x/o5 versus xa/3x/o4 (dollars in millions)
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Constant Currencv
As exchange rates are an important factor in understanding period to period. comparisons, we believe
the presentation ofresults on a constant currencybasis in addition to reported results helps improve
the ability to understand the company's operating results and evaluate our performance in comparison
to prior periods. Constant currency information compares results between periods as if exchange rates
had remained constant period-over-period. We use results on a constant currency basis as one measure
to evaluate our performance. However, a limitation ofthe use ofthe constant currency results as a
performance measure is that it does not reflect the $27 million, $23 million and $4 million unfavorable
impact ofexchange rates on our Total, Recorded Music and Music Publishing results, respectively, in
the three months ended December 31, 2005 compared to the comparable prior year quarter. These
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results should be considered in addition to, not as a substitute for, results reported in accordance with
accounting principles generaHy accepted in the U.S. Results on a constant currency basis, as we present
them, may not be comparable to similarly titled measures used by other companies and is not a
measure ofperformance presented in accordance with accounting principles generally accepted in the
U.S.

Figure 6: Warner Music Group Corp. - Constant Currency Information - Consolidated.
. Statement ofOperations and Segment Statement ofOperations on a Non-GAAP Constant

Currency Basis for the Three Months Ended ia/3t/o5 versus ia/3z/o4 (dollars in
millions, except per share amounts)
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Free Cash Flow
Free cash flow reflects our cash flow provided by operating activities less capital expenditures and cash
paid or received for investments. We use free cash flow, among other measures, to evaluate our
operating performance. Management believes free cash flow provides investors with an important
perspective on the cash available to service debt, make strategic acquisitions and investments, fund
ongoing operations and working capital needs and pay ongoing regular quarterly dividends. As a result,
free cash flow is a signiflicant measure ofour ability to generate long-term value. It is useful for
investors to know whether this ability is being enhanced or degraded as a result ofour operating
performance. We believe the presentation offree cash flow is relevant and useful for investors because
it allows investors to view performance in a manner similar to the method used by management. In
addition, free cash flow is also a primary measure used externally by our investors and analysts for
purposes ofvaluation and comparing the operating performance ofour company to other companies in
our industry.
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As free cash flow is not a measure of performance calculated in accordance with GAAP, free cash flow .

should not be considered in isolation of, or as a substitute for, net income Ooss) as an indicator of
operating performance or cash flow provided by operating activities as a measure of liquidity. Free cash
flow, as we calculate it, may not be comparable to similarly titled measures employed by other 'ompanies.In addition, free cash flow does not necessarily represent funds available for discretionary
use and is not necessarily a measure of our ability to fund our cash needs. As free cash flow deducts
capital expenditures and cash paid or received for investments from cash flow provided by operating
activities, the most directly comparable GAAP financial measure, users of this information should
consider the types of events and transactions that are not reflected. We provide below a reconciliation of
free cash flow to the most directly comparable amount reported under GAAP, cash flow provided by
operating activities.

Free cash flow includes cash paid for interest and certain non-recurring payments. We also review our
cash flow adjusted for these items, a measure we call unlevered after-tax cash flow. Management
believes this measure provides investors with an additional important perspective on our cash
generation ability. We consider unlevered after-tax cash flow excluding certain non-recurring items to
be an important indicator of the performance of our businesses and believe the presentation is relevant
and useful for investors because it allows investors to view performance in a manner similar to the
method used by management. A limitation of the use of this measure is that it does not reflect the
charges noted and, therefore, does not necessarily represent funds available for discretionary use, and is
not necessarily a measure of the companyGs ability to fund its cash needs. Accordingly, this measure
should be considered in addition to, not as a substitute for, net cash flow provided by operating
activities and other measures of liquidity reported in accordance with accounting principles generally
accepted in the U.S.
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Figure 7: Warner Music GrouIs Corp. - Calculation ofFree Cash Flow, Three Months
Ended xa/3f/o5 versus m/3x/o4 (doHars in millions)
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Twelve-Month Kesult
We believe that, especially given the rhythm of the music release schedule and associated marketing
and promotional expenses, quarterly variations of results are normal in our businesses. As a result, in
addition to viewing our performance for current periods, we evaluate our operating performance on a
full-year basis. We manage our business based on twelve-month results and consider twelve-month
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performance to be an important indicator ofthe performance of our businesses and believe the
presentation of twelve-month results help improve the ability to understand the company's operating
performance and evaluate our performance in comparison to prior periods. These twelve-month results
should be considered in addition to, not as a substitute for, revenue and other measures offinancial
performance reported in accordance with accounting principles generally accepted in the U.S. In
addition, the twelve-month periods presented below are not accounting periods under SEC rules or
accounting principles generally accepted in the U.S. Our twelve months ended December 31, 2oo5
unaudited revenues were derived from our unaudited financial statements for each ofthe three-month
periods ended December 31, 2oo5, September 3o, 2oo5, June 3o, 2oo5 and March 31, 2oo5. Our
twelve months ended December 31, 2004 unaudited revenues were derived from our unaudited
financial statements for each ofthe three-month periods ended December 31, 2004, September 30,
2oo4, June 3o, 20o4 and March 31, 2oo4. The three-month period ended March 31, 2004 represents
the combination of the two months ended February 29, 2004 ofour predecessor company and the one-
month ended. March 31, 2004 ofour successor company.

Figure 82 Warner Musie Group Corp. - Last Twelve Months ("LTM") Revenues (dollars in
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Copyright 2oo6 Warner Music Inc. / PrivaevNotice / Terms ofUse / Industrv Resources / Job
Onportunities / FAOs / Parental Advisorv

Please note that while you are reviewing any information on this website, the information is posted as of
the dates listed. The Company has no obligation to update the information in the e-mail alerts or

otherwise f'rom this website, which speak as oftheir respective dates.
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news release

( Back

Warner Music Group Corp. Reports Fuil Year and Fourth Quarter Results for the Period Ended
September 30, 2005

Revenue Increases by 13% for the Quarter and by 2% for the Full Year

I Total revenue grew 13% year-over-year to $905 million for the fourth quarter 2005, driven by
strong growth in Recorded Music.

o Digital revenue represented 6% of total revenue in the fourth quarter 2005 and rose to $53
million, up 20% sequentially from the third quarter.

o Operating income increased to $ 19 million for the quarter, as compared to $3 million in the
fourth quarter of 2004. Excluding the previously announced Lava restructuring costs, certain
other non-recurring items and FAS 123 expenses in 2005 as well as certain rion-recurring
costs in 2004 (see Non-Recurring Items below), adjusted operating income increased 85% to

$61 million.

o Operating income before depreciation and amortization (OIBDA) for the fourth quarter 2005
rose 24% year-over-year to $77. million. Excluding non- recurring items and FAS 123

expenses (see Non-Recurring Items below), adjusted OIBDA grew 29% to $119 million.

6 Net losses for the quarter amounted to ($0.21) per share as compared to net losses of ($ 1.27)
per share in 2004. However, excluding non- recurring items and FAS 123 expenses (see Non-

Recurring items below), adjusted earnings were $0.08 per diluted share, a major improvement
from last year's adjusted net losses of ($1.01) per share.

Warner Music Group Corp. (NYSE: WMG) today announced its full-year and fourth-quarter financial
results for the period ended September 30, 2005.

"This report demonstrates that Warner Music Group is translating its vision and marketplace

http://investors.wmg.corn/phoenix.zhtml'?c=l 82480&p=irol-newsArticle& ID=791605&highlight= 11/27/2006
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momentum into results," said Edgar Bronfman, Jr., Warner Music Group's Chairman and CEO. "Our

focus on the digital music business has yielded dramatic growth in digital revenue. Not only did
annual digital revenue rise more than four-fold year-over-year to represent 6% of our fourth-quarter
revenue, but we are also proud to report that for our 2005 fiscal year the absolute growth in digital
revenue outpaced the absolute dedine in physical revenue for our U.S. Recorded Music business."

"As we complete our first fiscal year as a publicly traded company, we remain committed to delivering
value to our artists, consumers and our shareholders as we lead the transformation of the music
industry."

Michael Fleisher, Warner Music Group's Executive Vice President and CFO, added: "ln addition to
our solid revenue and OIBDA growth, we generated strong cash flow for the quarter and fiscal year.
Net cash provided by operating activities for the year was $205 million. We also focus on unlevered
after-tax cash tlow as an important measure of our cash-generating ability. For the fiscal year we
converted 84% of adjusted OIBDA into unlevered after-tax cash flow excluding non-recurring IPO-

related items. Our ability to convert OIBDA into unlevered after-tax cash flow benefits from disciplined
control of capital expenditures and our valuable amortization tax deduction of about $100 million

annually, which together with our interest expense deduction completely offsets our taxable income in

the U.S"

Fourth Quarter Results

For the fourth quarter 2005, rev'enue climbed 13% to $905 million from $798 million in 2004, driven
primarily by a strong fourth-quarter release schedule and continued growth in digital. On a constant-
currency basis, quarterly revenue grew 12%. Domestic revenue grew 17% while international markets
advanced 11% or 9% on a constant-currency basis.

Operating income for the quarter rose by $16 million to $19 million from $3 million in the prior year.
Excluding non-recurring items and FAS 123 expenses (see Non-Recurring items below), the
company's adjusted operating income improved by 85% to $61 million from $33 million in the
comparable 2004 quarter.

OIBDA for the quarter rose 24% to $77 million from $82 million last year. Excluding non-recurring
items and FAS 123 expenses (see Non-Recurring Items below), the company's adjusted OIBDA

improved 29% year-over-year to $119 million from $92 million, driving margin improvement of 1.6
percentage points to 13.1%.
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Reported net losses were $30 million or ($0.21) per share for the quarter. Net losses in the fourth
quarter of 2004 were $13? million or ($1.27) per share. Excluding non-recurring items and FAS 123
expenses (see Non-Recurring Items below), adjusted net income for the fourth quarter 2005 was $12
million or $0.08 per diluted share, compared to adjusted net losses of $109 million or ($1.01) per
share for the comparable quarter in 2004.

The company also reported a cash balance of $288 million, total long-term debt of $2.2 billion and net
debt (total long-term debt minus cash) of $ 1.9 billion, as of September 30, 2005.

For the quarter, the company's business segment performance was as follows:

Recorded Music

Revenue for the company's Recorded Music business increased 17% to $775 million. Digital

Recorded Music revenue of $47 million represented 6% of total Recorded Music revenue and grew
24% sequentially from the third quarter. Major sellers in the quarter were James Blunt, Faith Hill,

Green Day, Eric Clapton, Sean Paul, Disturbed, Staind and Craig David.

Recorded Music operating income climbed to $27 million from $2 million last year. Excluding non-

recurring items and FAS 123 expenses (see Non-Recurring items below), adjusted operating income
increased by $43 million to $63 million yielding a margin of 8.1%, up 5.1 percentage points from 3.0/o
in the comparable prior-year period.

Recorded Music OIBDA grew 60% to $67 million for the quarter compared to $42 million in last year'
comparable period. Excluding non-recurring items and FAS 123 expenses (see Non-Recurring Items
below), quarterly Recorded Music adjusted OIBDA increased 72% to $103 million from $60 million in

last year's comparable quarter as cost-savings initiatives and higher-margin digital sales contributed
to results. Recorded Music adjusted OIBDA margin rose 4.2 percentage points to 13.3% as
compared to the same quarter last year.

Music Publishing

Music Publishing revenue decreased 2% to $137 million compared to last year's comparable period.
However, last year's comparable quarter included $9 million of revenue from the Sheet Music
business divested on May 31, 2005. Excluding this amount from last year's fourth quarter Music
Publishing revenue to compare revenue on a continuing operations basis, Music Publishing revenue

http://investors.w'mg.corn/phoenix.zhtml?c=1824808cp=irol-newsArticle&ID=791605%highlight= 11/27/2006



 iloi 4   
Vfarner Music Group

~
Investor Relations

(
news release

0
Page 4 of23

rose by 5%. Digital revenue from Music Publishing of $6 million represented 4% of total Music
Publishing revenue.

Synchronization and performance revenue increased while mechanical revenue was relatively flat
with the prior year. Movie, video game and advertisement deals as well as continued increases in

sales in newer formats, particularly of ringtones, drove higher synchronization revenue. Performance
revenue increases reflect both improved chart activity and the timing of Music Publishing A8R
investments. Mechanical revenue results are reflective of the state of the recorded music industry.

Music Publishing operating income was $27 million in the quarter compared to $31 million in the prior-
year quarter. Music Publishing OIBDA was $42 million for the quarter, compared to $44 million in the
prior-year quarter. Music Publishing OIBDA margin was 30.7%, relatively flat with the comparable
prior-year period.

Full Year Results

For the full year 2005, Warner Music Group revenue increased 2% to $3.5 billion from $3.4 billion in

the prior year. On a constant-currency basis, total revenue fell 1%. Total revenue was split 48% and
52% between domestic and international territories, respectively, on a constant-currency basis. Total
digital revenue increased more than four-fold to $ 157 million and was split 73% domestic and 27%
international, showing the more advanced state of the domestic digital industry.

Warner Music Group's reported operating income of $84 million reflected solid growth by both
Recorded Music and Music Publishing.

OIBDA for the year amounted to $322 million compared to $333 million last year. However, excluding
non-recurring items and FAS 123 expenses (see Non-Recurring items below), adjusted OIBDA rose
31% to $491 million from $3?4 million last year, contributing to a 3.1 percentage point margin
improvement to 14.0%, as results benefited from cost savings and higher margins on digital sales.

Reported net losses were $169 million or ($1.40) per share, compared to net losses of $1.4 billion

reported last year. Excluding non-recurring items and FAS 123 expenses (see Non-Recurring Items
below), adjusted net income was $32 million, or $0.25 per diluted share, compared to adjusted net
losses of $295 million last year.

For the full fiscal year, the company's business segment performance was as follows:

http://investors.wmg.corn/phoenix.zhtml'7c=1824808cp=irol-newsArticlekID=791605@highlight= 11/27/2006
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Recorded Music

Recorded Music revenue improved 2% to $2.9 billion, led by robust digital sales and a broad slate of
successful releases. Digital Recorded Music revenue of $137 million represented 5% of total
Recorded Music revenue. Domestic Recorded Music digital revenue amounted to $105 million or 7%
of total domestic Recorded Music revenue. Major sellers for the year were Green Day, Linkin

Park/Jay-Z, Michael Bubfe, James Blunt, Simple Plan, Ray Charles, Rob Thomas and Faith Hill.

Recorded Music operating income was $215 million for the year and when adjusted for non-recurring
items and FAS 123 expenses (see Non-Recurring Items below), more than doubled to $283 million

compared to $110 million last year, yielding an adjusted operating margin of 9.7%, up 5.8 percentage
points from 3.9% in the comparable prior-year period.

Recorded Music OIBDA improved 43% to $380 million for the year from $266 million last year.
Excluding non-recurring items and FAS 123 expenses (see Non-Recurring items below), adjusted
OIBDA rose 54% to $448 million. Recorded Music adjusted OIBDA margin rose 5.1 percentage
points to 15.3% resulting from cost management, prior-period restructuring efforts and higher margins
on digital sales.

Music Publishing

Music Publishing revenue advanced by 1% to $607 million compared to last year's comparable
period. 2004 revenue included $49 million and 2005 revenue included $35 million from the Sheet
Music business divested on May 31, 2005, Excluding these amounts from both periods, revenue
advanced 4%.

Digital revenue from Music Publishing of $20 million represented 3% of total Music Publishing
revenue. Increases in synchronization revenue were largely offset by declines in mechanical and
performance revenue. Movie, video game and advertisement deals as well as DVDs drove higher
synchronization revenue. Declines in mechanical and performance revenue reflect prior-year
recorded music industry declines and the timing of Music Publishing A&R investments.

Music Publishing operating income increased 11% to $82 million for the year, yielding an operating
margin of 13.5%, up 1.2 percentage points year-over-year. Music Publishing OIBDA was $141

million, down 2% from $144 million last year, leading to a margin decline of 0.7 percentage points to
23.2%
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Non-Recurring Items

In the fourth quarter of 2005, non-recurring items included a previously announced restructuring
charge of $7 million for the integration of the Lava label into The Atlantic Records Group, which
included severance and contract terminations related to the integration of operations, as well as other
non-recurring charges of $24 million specifically related to the departure of one of the executives of

Atlantic and the expensing of certain other amounts. Approximately $20 million of these charges were
non-cash. In addition, Warner Music Group took a $4 million charge in the fourth quarter for the $5

million settlement of a government investigation into radio promotion practices by New York State

Attorney General, Eliot Spitzer, which is detailed in the 10-K. The remaining $ 1 million of this
settlement was accrued for in the third fiscal quarter.

For the year ended September 30, 2005, non-recurring, IPO-related items included the $73 million

fee to terminate the management contract with the investor Group, $6 million of management fees
paid to the Investor Group under the management contract prior to the termination, certain cash
payments to employees totaling $29 million related to the issuance of stock awards below fair market
value and payment of an IPO cash bonus to employees, as well as $35 million resulting from the
payment of redemption premiums and other charges in connection with the previously announced 'edemptionof debt issued by the subsidiary, WMG Holdings Corp. Ail of these charges were
previously reported in the third quarter 2005 results.

The non-recurring items had a related tax benefit of $3 million for the 2005 fiscal year and had no
effect during the quarter.

Non-recurring items in 2004 included a $1.0 billion impairment of goodwill and intangibles charge
primarily reflecting the dedines in the valuation of music-related assets. This charge was taken by
Time Warner in preparation for the sale of its music division to the investor Group. In addition, Warner
Music Group incurred $34 million in restructuring charges, which included $20 million associated with

the implementation of a cost-savings incentive compensation plan designed to reduce operating
costs, $6 million from headcount reductions and $8 million from prior company restructuring charges
for reductions in headcount and termination of leases. Finally, 2004 non-recurring items included $6

million in management fees paid to the Investor Group and a $6 million loss on repayment of debt.

The non-recurring items had a related tax benefit of $2 million for both our 2004 fiscal year and the
fourth quarter of 2004.
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See also Supplemental Disclosures Regarding Non-GAAP Financial Information, Adjusted Results in

Figures 4, 5, and 6 below.

FAS 123 Expenses

FAS 123 expenses for the year 2005 amounted to $25 million and to $7 million for the quarter ending
September 30, 2005. FAS 123 expenses for both the year 2004 and the quarter ended September
30, 2004 amounted to $ 1 million.

Financial details for the full fiscal year can be found in the company's current Form 10-K, filed today
with the Securities and Exchange Commission.

This morning, management will be hosting a conference call to discuss the results at 8:30 A.M. EST.
The call will be webcast on www.wmg,corn.

About Warner Music Group

Warner Music Group became the only stand-alone music company to be publidy traded in the United
States in May 2005. With its broad roster of new stars and legendary artists, Warner Music Group is

home to a collection of the best-known record labels in the music industry including Asylum, Atlantic,

Bad Boy, Cordless, East West, Elektra, Lava, Maverick, Nonesuch, Reprise, Rhino, Sire, Warner
Bros. and Word. Warner Music International, a leading company in national and international
repertoire operates through numerous international affiliates and licensees in more than 50 countries.
Warner Music Group also includes Warner/Chappell Music, one of the world's leading music
publishers, with a catalog of more than one million copyrights worldwide.

"Safe Harbor" Statement under Private Securities Litigation Reform Act of 1995:

This communication includes forward-looking statements that reflect the current views of Warner
Music Group about future events and financial performance. Words such as "estimates," "expects,"
"anticipates," "projects," "plans," "intends," "believes," "forecasts" and variations of such words or
similar expressions that predict or indicate future events or trends, or that do not relate to historical
matters, identify forward-looking statements. Our expectations, beliefs and projections are expressed
in good faith and we believe there is a reasonable basis for them. However, there can be no
assurance that management's expectations, beliefs and projections will result or be achieved.
investors should not rely on forward-looking statements because they are subject to a variety of risks,
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uncertainties, and other factors that could cause actual results to differ materially from our
expectations.

Figure 1. Warner Music Group Corp. - Consolidated Statement of Operations,
Three Months and Twelve Months Ended 9/30/05 versus 9/30/04
(dollars in millions except per share amounts)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30,
2004

Twelve
Months
Ended

Sept 30,
2005

Twelve
Months .

Ended
Sept 30,

2004 (a)

Revenues:
Costs and Expenses:
Cost of revenues
Selling, general and
administrative expenses

Amortization of
intangible assets

Loss on termination of
management agreement

Impairment of goodwill
and other intangible
assets

Restructuring costs

(unaudited)
$ 905

{473)

(359)

(47)

(7)

(unaudited)
$798

(421)

(304)

(44)

(26)

(audited)
$ 3,502

(1, 850)

(1,301)

(187)

(73)

(7)

(unaudited)
$3, 437

(1,850)

(1I 287)

(201)

{1,019)
(34)

Total Costs and Expenses (8886) ($795) ($ 3,418) ($ 4,391)

Operating Income .

Interest expense, net
Net investment-related
gains (losses)

Loss on repayment of debt

$ 19 .

(42)
$ 3

(35)
$ 84

(182)

1

(35)

($ 954)

(82)

(9)
(6)
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Equity in losses of equity-
method investees

Deal-related transaction
costs

Unrealized (loss) gain
on warrants

Minority interest expense
Other income (expense),
net

(2)

(73)
(5)

(4)

17

(5)

(13)

(63)

(120)
(14)

Loss before income taxes
Income tax.expense

($21)

(9)
($ 116)

(21)
($ 114)

(55)
($ 1,272)

(150)

Net Loss
Earnings Per Share:
Basic and Diluted

($30)

($0.21)

($137)

($ 1.27)

($ 169)

($1.40)

($ 1, 422)

Weighted Averages
Shares Outstanding:

Basic 141I208i 577 107i544i 923 120i910 235
Diluted 150, 492,386 113, 670,396 129, 355, 871

(a) — The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.
Figure 2. Warner Music Group Corp. — Statement of Operations by Segment,
Three Months and Twelve Months Ended 9/30/05 versus 9/30/04
(dollars in millions)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30,
2004

Twelve
Months
Ended.

Sept 30,
2005

Twelve
Months
Ended

Sept 30,
2004 (a)

(unaudi.ted) . (unaudited) (audited) (unaudited)
Recorded Music:
Revenue
OIBDA

$ 775

$ 67

$ 662

$ 42

$2, 924

$ 380
$2,859

$266

http://investors.wmg.corn/phoenix.zhtml/c=1824808c;p=irol-newsArticle8QD=791605%highlight= 11/27/2006
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Depreciation and
amortization

Impairment of goodwill
and other intangible
assets

(40) (40) (165) {181)

(1,019)'perating

Income $ 27 $2 $215 ($ 934)

Music Publishing:
Revenue
OIBDA

Depreciation and
amortization

$ 137

$ 42
$ 140

$ 44

(13)

$ 607

$ 141

(59)

$ 601

$ 144

(70)

Operating Income $ 31 $ 82 $74

Total:
Revenue
OIBDA

Depreciation and
amortization

Impairment of goodwill
and other intangible
assets

$ 905

$77

(58)

$798

$ 62

(59)

$ 3,502
$322

(238)

$3, 437

$333

(268)

(1, 019)

Operating Income $ 19 $ 3 $ 84 ($ 954)

(a) — The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.

Supplemental Disclosures Regarding Non-GAAP Financial Information

OIBDA

We evaluate our operating performance based on several factors, including our primary financial

http://investors.wmg.corn/phoenix.zhtml?c=1824808hp=iml-newshrticle&ID=79160Mhighlight= 11/27/2006
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measure of operating income (loss) before non-cash depreciation of tangible assets, noncash
amortization of intangible assets and noncash impairment charges to reduce the carrying value of
goodwill and other intangible assets (which we refer to as O)BDA). Nfe consider OIBDA to be an
important indicator of the operational strengths and performance of our businesses, and believe the
adjusted results help improve the ability to understand the company's operating performance and
evaluate our performance in comparison to comparable periods. However, a limitation of the use of
OIBDA as a performance measure is that it does not reflect the periodic costs of certain capitalized
tangible and intangible assets used in generating revenues in our businesses. Accordingly, OIBDA

should be considered in addition to, not as a substitute for, operating income (loss), net income (loss)
and other measures of financiai performance reported in accordance with accounting principles
generally accepted in the U.S.

Figure 3. Warner Music Group Corp. - Reconciliation of OIBDA to Net Loss,
Three Months and Twelve Months Ended 9/30/05 versus 9/30/04
(dollars in millions)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30&

2004

Twelve
Months
Ended

Sept 30,
2005

Twelve
Months
Ended

Sept 30&

2004(a)

OIBDA

Depreciation expense
Amortization expense
Impairment of goodwill
and other intangible
assets

(unaudited)
$77

(11)
(47)

(unaudited)
$ 62

(15)
(44)

(audited)
$322

(51)
(187)

(unaudited)
$333

(67)
(201)

(1, 019)

Operating income (loss)
Interest expense
Net investment-related
gains (losses)

Equity in losses of
equity-method investees

Deal-related transaction

$ 19

{42)

$3

(35)

(2)

$ 84

(182)
($ 954)

(82)

(9)

(13)

http://investors.wmg.corn/phoenix.zhtml'?c=182480kp~l-newsArticle8rID=7916058hhighlight= 11/27/2006
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costs
Loss on repayment of
Holdings Notes

Loss on repayment of
bridge loan

Unrealized (loss) gain
on warrants

(63)

(35)

(6)

(73) '7 (120)
Minority interest expense (5) (5)'14)
Other income (expense), net 2 (4) 7 (11)

Loss before income taxes
Income tax expense

($21) (8116) ($114) ($ 1, 272)
(9) (21) '55) (150)

Net Loss {$30) ' (9137) ($ 169) '$1,422)

(a) — .The twelve-month period ended September 30, 2004 is the combination
of the five months ended'ebruary 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.

Adjusted Results

As previously disclosed, the current year contained a number of non-recuriing charges that occurred
concurrently with or in connection with our initial public offering. Such charges relate to specific IPO-

related one-time events and do not reflect on-going operations of the business. In addition, the fourth

quarter contained non-recurring charges in connection with our integration of the I ava label into the
Atlantic Records Group and our settlement of the Spitzer investigation. The prior year also contained
non-recurring items. Therefore, the company is also presenting results excluding these items and
FAS 123 expenses. We consider these adjusted results to be an important indicator of the operational
strengths and performance of our businesses, including the ability to provide cash flows to service
debt. However, a limitation of the use of these adjusted amounts as performance measures is that
they do not reflect the charges noted and, therefore, do not necessarily represent funds available for
discretionary use, and are not necessarily measures of the company's ability to fund its cash needs.
Accordingly, these adjusted amounts should be considered in addition to, not as a substitute for,

operating income (loss), net income (loss), EPS and other measures of financial performance
reported in accordance with accounting principles generally accepted in the U.S.

http://investors.wmg.corn/phoenix.zhtml?c=182480kp=irol-newsArticle&ID=791605%highlight= 11/27/2006
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Figure 4. Warner Music Group Corp. - Reconciliation of GAAP Operating
Income to Non-GAAP Adjusted OIBDA, Three Months and Twelve Months Ended
9/30/05 versus 9/30/04 (dollars in millions)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30,
2004

Twelve
Months
Ended

Sept 30,
2005

Twelve
Months
Ended

Sept 30,
2004 {a)

(unaudited) (unaudited) {audited) (unaudited)
Total WMG Operating

Income (Loss) — GAAP

Depreciation and
amortization

Impairment of goodwill
and intangible assets

$ 19

58

$3.

238

($ 954)

268

1, 019

Total WMG OIBDA

Non-recurring severance
and other

Legal settlement
Restructuring costs
Loss on termination of
management agreement

IPO-related cash bonus
Bonus related to
stock awards

Management fees

$ 77

24

4

7

$ 62 $322

24

5

7

'73
10

19

$ 333

34

Total WMG OIBDA Excluding
Non-Recurring Charges

FAS 123 expense
$ 112 $ 91 $466

25
$373

Total WMG Adjusted OIBDA $ 119 $ 92 $ 491 $374

http://investors.wmg.corn/phoenix.zhtml'Pc=182480&pool-newsArticle&ID=791605&highlight= 11/27/2006



0 ~
Warner Music Group )

Investor Relations
( news release

~ 0
Page 14 of23

Recorded Music Operating
Income (Loss) - GAAP

Depreciation and
amortization

Impairment of goodwill
and intangible assets

$27

40

$2

40

$215 ($ 934)

181

1, 019

Recorded Music OIBDA

Non-recurring severance
and other

Restructuring costs
IPO-related cash bonus
Bonus related to stock awards

$ 67(

24

$ 42

17

$ 380

12

Recorded Music OIBDA

Excluding Non-Recurring
Charges

FAS 123 expense
$ 98 $ 59 $ 431 $290

17

Recorded Music
Adjusted OIBDA $ 103 $ 60 $ 448 $291

Music Publishing
Operating Income
(Loss) - GAAP

Depreciation and
amortization

$27 $ 31

13

$ 82

70

Music Publishing OIBDA

Restructuring costa
IPO-related cash bonus

$ 42 $ 44 $ 141 $ 144

Music Publishing OIBDA

Excluding Non-Recurring
Charges

FAS 123 expense
$ 42

1

$142
3

$ 145

http://investors.wmg.corn/phoenix.zhtm12c=182480&p=irol-newsArticle&ID=791605&highlight= 11/27/2006
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Music Publishing
Adjusted OIBDA $43 $ 45 $145 $ 145

(a) - The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.
Figure 5. Warner Music Group Corp. - Reconciliation of GAAP Operating
Income to Non-GAAP Operating Income, Three Months and Twelve Months Ended
9/30/05 versus 9/30/04 (dollars in millions)

Three
Months
Ended

Three
.Months
Ended

Twelve
Months
Ended

Twelve
Months
Ended

Sept 30, Sept 30, Sept. 30, Sept 30,
2005 2004 2005 2004(a)

(unaudited) (unaudited) (audited) (unaudited)
Total WMG Operating

Income (Loss) - GAAP

Non-recurring severance
and other

Legal settlement
Restructuring costs
Loss on termination of
management agreement

IPO-related cash bonus
Impairment of goodwill
and intangible assets

Bonus related to
stock awards

Management fees

$19

24
4

7

$ 3

26

24'

7

73

10

19

($954)

34

1, 019

Total WMG Operating .

Income Excluding
Non-Recurring Charges $ 54 $ 32 $ 228 $105

http://investors.wmg.corn/phoenix.zhtmlVc=182480&p=irol-newsArticle&ID=791605&highlight= 11/27/2006
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FAS 123 expense 25

Total WMG Adjusted
Operating Income $ 61 $ 33 $253 $ 106

Recorded Music
Operating Income
{Loss) — GAAP

Non-recurring severance
and other

Restructuring Costs
Impairment of goodwill
and intangible assets

IPO-related cash bonus
Bonus related to
stock awards

$ 27

24

7 17

$ 215

24

7

12

{ $ 934)

24

1, 019

Recorded Music Operating
Income Excluding
Non-Recurring Charges

FAS 123 expense
$ 19 $ 266 $ 109

Recorded Music Adjusted
Operating Income $ 63 $ 20 $283 $ 110

Music Publishing Operating
Income — GAAP

Restructuring Costs
IPO-related cash bonus

$ 27 $ 31 $ 74

Music Publishing Operating
Income Excluding
Non-Recurring Charges

FAS 123 expense
$ 32 $ 83 $ 75

Music Publishing Adjusted

http://investors.wmg.corn/phoenix.zhtmllc=1824808rp=irol-newsArticlekID=791605%highlight= 11/27/2006
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Operating Income $28 $32 $ 86 $75

(a) - The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.
Figure 6. Warner Music Group Corp. - Reconciliation of GAAP to Non-GAAP

Adjusted Net Income and Adjusted Earnings Per Share, Three Months and
Twelve Months Ended 9/30/05 versus 9/30/04
(dollars in millions except per share amounts)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30,
2004

Twelve
Months
Ended

Sept 30,
2005

Twelve
Months
Ended

Sept 30,
2004 (a)

(unaudited) (unaudited) (audited) (unaudited)
Net Income:
Net loss - GAAP

Impairment of goodwill
and. intangible assets

Restructuring costs
Loss on termination of
management fee

Loss on repayment of debt
IPO-related cash bonus
Bonus related to
stock awards

Management fees
Non-recurring severance

and other
Deal-related and other
transaction costs

Legal Settlement
Tax effect on
non-recurring items

($30) ($137)

26

(2)

($ 169)

73

35

10

(3)

($ 1I 422)

1, 019
34

63

(2)

http://investors.wmg.corn/phoenix.zhtml7c=182480&p=irol-newsArticle&ID=791605&highlight= 11/27/2006
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Net income (loss)
Excluding Non-Recurring
Charges

FAS 123 expense
(8110)

25
($ 296)

Net income (loss)
Adjusted $ 12 {$ 109) $ 32 ($295)

Earnings Per Share:
EPS — GAAP

Impairment of goodwill
and intangible assets

Restructuring costs
Loss on termination of
management fee

Loss on repayment of debt
IPO-related cash bonus

.Bonus related to stock awards
Management fees
Non-recurring severance

and other
Legal Settlement
Tax effect on

(S0.21)'.05

0.17
0.03

{$ 1.27)

0.24

0.03

($ 1.40)

0. 06

0.60
0.29
0.08
0.16 .

0.05

0.20
0.04

non-recurring items (0.02) (0.02)

EPS — Excluding
Non-Recurring Charges

FAS 123 expense
S0.04 {$ 1.02) 90.06
0.05 0.01 0.21

EPS — Adjusted (b) {c) S0.08 ($ 1.01) $ 0.26

(a) - The twelve-month period ended September 30, 2004 is t:he combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.
(b} -. Totals may not add due to rounding.
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(c) — Adjusted earnings per share on a fully diluted basis for the three
months ended September 30, 2005, the three months ended September 30, 2004,
and the twelve months ended September 30, 2005 were $ 0.08, ($ 1.01) and
$0.25, respectively.

Free Cash Flow

Free cash flow reflects our cash flow provided by operating activities less capital expenditures and

cash paid or received for investments. We use free cash flow, among other measures, to evaluate our

operating performance. Management believes free cash flow provides investors with an important

perspective on the cash available to service debt, make strategic acquisitions and investments, fund

ongoing operations and working capital needs and pay ongoing regular quarterly dividends. As a
result, free cash flow is a significant measure of our ability to generate long-term value. It is useful for

investors to know whether this ability is being enhanced or degraded as a result of our operating

performance. We believe the presentation of free cash flow is relevant and useful for investors

because it allows investors to view performance in a manner similar to the method used by

management. In addition, free cash flow is also a primary measure used externally by our investors

and analysts for purposes of valuation and comparing the operating performance of our company to
'other companies in our industry.

As free cash flow is not a measure of performance calculated in accordance with GAAP, free cash
flow should not be considered in isolation of, or as a substitute for, net income (loss) as an indicator

of operating perl'ormance or cash flow provided by operating activities as a measure of liquidity. Free
cash flow, as we calculate it, may not be comparable to similarly titled measures employed by other

companies. In addition, free cash flow does not necessarily represent funds available for discretionary

use and is not necessarily a measure of our ability to fund our cash needs. As free cash flow deducts

capital expenditures and cash paid or received for investments from cash flow provided by operating

activities, the most directly comparable GAAP financial measure, users of this information should

consider the types of events and transactions that are not reflected. We provide below a reconciliation

of free cash flow to the most directly comparable amount reported under GAAP, cash flow provided

by operating activities.

Free cash flow includes cash paid for interest and certain non-recurring payments related to our IPO.

We also review our cash flow adjusted for these items, a measure we call unlevered alter-tax cash
flow excluding certain non-recurring IPO related items. Management believes this measure provides

investors with an additional important perspective on our cash generation ability. We consider

http://investors.wmg.corn/phoenix.zhtml'?c=182480&pool-newsArticle&ID=791605&highlight= 11/27/2006
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unlevered after-tax cash flow excluding certain non-recumng IPO related items to be an important

indicator of the performance of our businesses and believe the presentation is relevant and useful for

investors because it allows investors to view performance in a manner similar to the method used by

management. A limitation of the use of this measure is that it does not reflect the charges noted and,

therefore, does not necessarily represent funds available for discretionary use, and is not necessarily

a measure of the company's ability to fund its cash needs. Accordingly, this measure should be

considered in addition to, not as a substitute for, net cash flow provided by operating activities and

other measures of liquidity reported in accordance with accounting principles generally accepted in

the U.S.

Figure 7. Warner Music Group Corp. — Calculation of Non-GAAP Free Cash
Flow, Three Months and Twelve Months Ended 9/30/05 versus 9/30/04
(dollars in millions)

Three
Months
Ended

Sept 30,
2005

Three
Months
Ended

Sept 30,
2004

Twelve
Months
Ended

Sept. 30,
2005

Twelve
Months
Ended

Sept 30,
2004 (a)

(unaudited) (unaudited) (audited) (unaudited)
Net cash flow provided
by operating activities

Less: Capital expenditures
Less: Cash paid (received)
for investments

$ 33

10

(10)

949
10

$ 205
30

$438

39

(31)

Free cash flow (b) 933 $ 34 $ 151 9430

(a) — The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.

(b) — Free cash flow includes cash paid for interest and certain
non-recurring cash payments as follows (in millions):

Three
Months

Three
Months

Twelve
Months

Twelve
Months
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Ended
Sept 30,

2005

Ended
Sept 30,

2004

Ended
Sept 30,

2005

Ended
Sept 30,

2004

Free cash flow
Plus: Cash paid
for interest

Plus: Cash paid to
terminate management
agreement

Plus: IPO-related cash bonus
Plus: Cash bonus related
to stock awards

Plus: Cash paid for
management fees

$ 33

22

$ 34 $ 151

151

73

10

19

$ 430

63

Unlevered after-tax
cash non-recurring
IPO-related items $ 55 $ 76 $ 410 $ 499

Figure 8., Warner Music Group Corp. — Consolidated Balance Sheets as of
9/30/05 and 9/30/04 (dollars in millions)

Sept: 30,
2005

Sept 30,
2004

Assets:
Current Assets

Cash & cash equivalents
Accounts receivable, less allowances of $ 218

and $ 222
Inventories

288 $ 555

637
52.

571

(audited) (audited)

Royalty advances (to be recouped w/in 1 year)
Deferred tax assets
Other current assets

190

39

223
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Total Current Assets 1,242 $ ',538
Royalty advances (to be recouped after 1 year)
Investments (a)
Property, plant & equipment, net
Goodwill
Intangible assets subject to amortization, net
Intangible assets not subject to amortization
Other assets

190
21

157

1, 815

100

104

223

189
978

1, 937

100
117

Total Assets
Liabilities & Shareholders'quity:
Current. Liabilities

Accounts payable
Accrued royalties
Taxes & other withholdings
Current portion of long-term debt
Note payable to shareholders
Other current liabilities

247 $ 226

1, 057

404

1, 003
10

12

342
587

4,498 $ 5,090

Total current liabilities
Long-term debt
Dividends payable
Deferred tax liabilities, net
Other noncurrent liabilities
Minority interest in preferred stock of

subsidiax'y

1,748
2, 229

5

201
226

2,180
1, 828

265
333

204

Total Liabilities
Common stock

$ 4,409 $ 4,810

Additional paid-in capital
Retained earnings (deficit)
Accumulated other comprehensive income (loss)

(480)
21

512

(238)

Total Shareholders 'quity

Total Liabilities & Shareholders'quity

89 $ 280

4,498 $ 5, O9O
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Figure 9. Marner Music Group Corp. — Summarized Statement of Cash Flows,
Three Months and Twelve Months Ended 9/30/05 versus 9/30/04
{dollars in millions)

Three
Months
Ended

Sept 30,

Three
Months
Ended

Sept 30,

Twelve
Months
Ended

Twelve
Months
Ended

Sept 30, Sept 30,
2005 2004 2005 2004(a)

(unaudited) (unaudited) (audited) {unaudited)
Net cash provided by
operating activities

Net cash provided by
(used in) investing
activities

Net cash provided by
(used in) financing
activities

33

(15)

(8)

205

(54)

(416)

438

(2, 646)

2, 679
Effect of foreign
currency exchange rates
on cash (1) 1 (2) 3

Net increase (decrease)
in cash 23 27 8 (267) S 4 l4

(a) — The twelve-month period ended September 30, 2004 is the combination
of the five months ended February 29, 2004 of the predecessor company and
the seven months ended September 30, 2004 of the successor company.

Copyright 2005 Warner Music Inc.. I privacy policy l terms of use l industry resources i careers I faq l parental advisory
please note that white you are reviewing any Information on this website, the information is posted as of the dates listed. The Company has no obligation to update the information in the e-matt aierts
or otherwise from this website, which speak as of their respecuve dates.
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The trade value of digital global recorded music sales
. roseby188o/e to $1.14bnin 2005 from $397min 2004,

according to international record industry assodation
IFPI. Despite this huge rise, however, the combined
tradevalue of digital and physical recorded music sales
feII by 3%, to $21bn (see table onpage 6) and the com-
bined retail value of digital and physical recorded mu-
sic sales fell by 1.6%, to $21bn.

The reason for the fall was the continued decline
in the physical recorded music market, which fell
3.7% in 2005 to $32.36bn in current dollar terms, ac-
cording IFPI (see table below). The fall in 2005 was the
sixth successive annual drop in the global value of
recorded music sales; the apparent rise in 2004 was as
a result of the fall in value of the dollar against the
world's major currencies. IFPI reported that the val-
ue of all physical formats fell in 2005 (see table on page

I I
' I'I

I 1
I'

.=, .-".:,.;;.,'.': Retail Value'($tu)'."=,:;";,'"".'::";:~',.Value charige (X).". ';:;".

I"'1993"': '!'::~.::i'","-;:307750' -"'!":::-: "'-!'",""'-.-".'" ":+10.6-'i:.:;-.':..:':)

'. 1999':.-:-:;';.-.'";...;-".—:;,: 38,532:1-:.-".~. -'.-':-„",'.; l'-":-.""''.:.-;:;.ii.5 ...„'-:,: „-'.I

'. 2001:.'::.::: ":":;„:",,'.!-'„'33;373.8;,'„",-,';:::; ': i...=;-::— '-."=.;:-::;::;5.0";: ',";-",',";";.'')

i 2002:",.-''"'-"4 l "!309809'..'.i;: -':".'.:-"::.4"..'--,i,".':-"-"''"'-''.-72. "': '".:!'"::,''.'-I

-: 2003:;;:-".''; "-„'::;::. 32,0122',..,,". ~,:;::.:.-.;:::.';-'";:;.'::,-',;:,':.'-'i.':.',:!-„7.6-.';:,''- '.,~

j 2004": '..-;:". ": ':33,613.6:,.:.'.'i.-';:„:,-'-'., ~::;. ';|:='-: .''=,"!.;.:+5.0;:::-,:; -.;:i
'„2005'!"".',."",*',"", ."'32;356.0 "'-"'".''«'.::i'"'"""g"';-"".'j "';"""i;,'3.7&","-," .',,

i Source: IFPI".-:.';-~".;:-:,;-:.=" "..'".:;. "."'-':= "::;-'-::-.".:::;:—:-:-;-:.!';-:-;.'";.-;-::.-'": .

2). The trade value of CDs fell 6% to $ 17.2bn, the
trade value of singles fell to $721m and the combined
trade value of MCs, LPs and others feH 30n/o to $372m.
Even sales of music DVDs, which had previously been
seen as a format that would produce several years of
growth in the physical market, fell by 4% to $1.54bn.
This meant that, at $ 1.1bn, digital in 2005 was the
third largest revenue stream for record companies. It
looks certain to overtake music DVDs and be second
in 2006.

A comparison between the physical and digital mar-
kets shows that in general digital sales increased the
trade value of a recorded music market by some 1%.
Thus in Canada, where the value of physical sales fell
by 4%, the combined value ofdigital and physical sales
fell by only 3%. The respective figures for France were
similar at -3% and -2% (see table at the top ofpage 3).
However, in the more developed digital markets, such
as those ofJapan and the US, which together at $914m
accounted for 83% of the value of the digital sales in
the Top 10 digital markets in 2005, the impact of the
move io digital was far more striking. Whereas in Japan
the trade value of physical sales fell by 2%, the com-
bined value of digital and physical sales rose by 1%.
The respective figures for the US were even more dra-
matic at -8% and+0.6%.

In.view of the fact that at $ 1.1bn the Top 10 ac-
counted for 97% of global digital sales of recorded mu-
sic in 2005 and that the digital market is continuing to
grow internationall, it would seem that this uplift will
continue, possibly at a higher rate. However, what is
less clear is whether the rate of decline ofphysical sales,
which was less in 2005 than was expected, will remain
steady or will rise.

Leaving aside the matter of piracy, which is set to be
a constant feature of the recorded music market, it is
becoming increasingly dear that the physical and dig-
ital markets are as different as they are similar and that,
accordingly, several of the factors affecting physical
sales, such as increased competition from other enter-
tainment products, will continue. Another limit on

Continued on page 2
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Norld sales
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restrict their appeal. There has been some growth
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cline of the mainstream market. Hit albums con-
tinue to sell in large quantities. For example,

great fear of record companies was that of can-
nibalisation, that any growth in their digital sales
would be at the expense of physical sales, it is
dear that consumers make a far wider use of dig-
ital musicproduct than they do ofphysical prod-
uct. Evidence for this can be seen in the table at
the foot ofpage 3. The percentages for the mo-
bile and online sectors of the various digital mar-
kets have been as regionally diverse as the
general usage differences, with Asian consumers
having migrated to the mobile consumption of
recorded music far faster than their European
and North American counterparts.

However, there are signs that this is breaking
down. Whereas inJapan mobile accounted for
91% of digital sales, Italy, rather than as one
might have expected South Korea, had the sec-
ond highest percentage ofmoMe use (69%). The
increase in the avenues through which the mo-
bile consumption of recorded music in the US
has taken place in 2006 (see Tracking in previous
issuespassim) confirms that there is a dearly de-
fined mobile market as opposed to the online
market and that both markets looks set to grow.
In 2005, master ringtones laigely supplanted
simple monophonic ringtones. However, with-
in the mobile market, over-the-air (OTA) down-
loads are growing rapidly. This will only increase

IFPI, sold a little over Sm units. However, the
overall figures for best-selling albums are falling.
In the US, whereas the Top 100 albums sold
153.3m units in 2004, in 2005 they only sold
128.1m units; a fall of 16%. The same is general-
ly true of other mature recorded music markets.

In contrast, the digital market has far more po-
tential. In 2005 there were three significant dig-
ital channels: online a la carte sales (which
accounted for 44% of all digital sales), mobile
(49%) and online subscriptions (7%). Moreover,
within the a la carte marl'et there is growing ev-
idence that single track downloads comprise a
significant proportion of album tracks as well as
tracks designated as singles and furthermore that
a number of them are 'bundled'hole albums.
There is some evidence that bundling is growing
(see separate story onpage S) and becoming a sig-
nificant part of the digital download market.
Certainly as Classical music takes an increasing
share of the online market, a trend already visi-
b)e now (see separate story on page 13), bundling

the big.figure:

„:'-:".;;,: -";;:The loss to Brittstt'musIc producers'over the past thiee,.yde'ars'due to ptracy,"-"a
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as dual OTA downloads — downloads sent to a moMe telephone
and a PC — become a significant part of the music market.

In the past, the record industry saw the expansion of the
ways of consuming recorded music entirely in physical terms,
in which a new format, such as the CD, replaced a (failing) for-
mat, such as the LP or MC. Thus, when sales of the new format,
in this case the CD, faltered the solution was seen to be the in-
troduction of a new physical format such as the MiniDisk,
SACD or DualDisc. While some of these formats have found
niche markets, they have failed to significantly expand the
(physical) market for recorded music in the way that the digi-
tal sector has. Moreover, whereas physical formats largely
meant separate patterns of consumption both at retail and
within the home, in the digital sector, as the Hi-Fi, television,
PC and portable device have become increasingly intimately
connected — so much so that the lack of interoperability is now
seen as a problem — so the patterns of consumption have grown
together rather than apart.

From this perspective, Music R coPYRIGHT considers that, even
without a return to growth of the physical recorded music mar-
ket, the major international record companies will report prof-
it growths rather than profit falls in 2006 and beyond. Evidence
or this is therecent results of Sony BMG, and WMG,both of
which reported increased profits on lower revenues (see MRc
316/2, 315/5), while UMG even managed to increase its rev-
enues as well as its profits (see MRc 317/5). The levels of prof-
itabiTity have been considerably less than in the past. However,
if the promise represented by the online and mobile revenue

, streams is fulfilled and the major international record compa-
nies maintain their control on costs, which they have set as a
priority over the past few years, it seems possible that the
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music industry could return to a higher level ofprof-
itability, if not to the very high levels of a decade ago.

In 2005, North America at $7.56bn accounted for 36% of the
trade value of all recorded music sales, with the US reporting
an overall fall in sales of 0.6% and Canada a fall of 3%. In Eu-
rope, the fall in value was generally less in the major territories,
such as France, Germany and the UK. Another difference was
that in several European territories, for example, Austria,
France, Italy and Spain, mobile recorded music sales.were high-
er than online sales, suggesting that, whereas previously such
a trend was restricted to Asia, it could well become a global one
in 2006-2007.

Within Asia, it is likely that the growth of legitimate online
services, which has been hampered by a large number of unau-
thorised services, will result in an greater proportion of the dig-

Continued nn page 4
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continued from page 3

Global recorded music sales
ital market being accounted for by legitimate services. In Japan
the launch of iTunes in August had a dramatic effect and as a
result Mustc 8r coPYRIGHT expects that the percentage of record-
ed music sales accounted for by the mobile sector in 2006 will
fall significantly from 2005's 91%. It also seems likely that such
a trend will also be seen in Australia, where over one third of
the trade value of digital sales, $7m, took place in the last two
months of the year following the launch of iTunes there.

There was no significant digital market in Latin America in
2005. The one minor exception was Brazil where digital record-
ed music sales accounted for 1% of the trade value of overall
sales (see table on page 6). However, this produced no uplift for
the market as a whole which fell by 12%, largely as a result of
the collapse of the mid-price maiket and the far harsher cred-

NEWS ANALYSIS

it terms operated by the majors in the wake of the large num-
ber of entertainment retailer bankruptcies in 2004 (see MRC

311/8). In contrast the severe credit terms in Mexico and a se-
ries of lower price campaigns resulted in a 10% increase in the
trade value of sales in Mexico. However, as yet there is no sig-
nificant digital market there. That looks likely to change in
2006.

IFPI's 2005 figures are based on the trade rather than the re-
tail prices of recorded music product. Previously IFPI's figures
have been based on the suggested retail prices that retailers sell
recorded music at. This had the effect of inflating the value of
recorded music sales, particularly at a time of heavy discount-
ing which has been the main strategy adopted by retailers seek-
ing to preserve the physical market and their share within it.
By using trade values, what record companies actually receive
rather than the retail prices of recorded music product, they are
far more accurate than they have been in the past.

Internet brings growth to Classical music, although
physical sales continue to decline
The Internet is starting to stimulate sales of Classical music, the
physical sales of which have been falling across the world for
several years.

In the UK, for example, in 2004, the latestyear for which fig-
ures are available, the trade value of Classical sales was 650.2m
($91.3m), the lowest since 1986, and accounted for 4.6% of
total physical sales (see table below). However, in 2005, despite
the limited selection of titles available and its poor search
engine, Classical music accounted for 12% of sales of the UK
iTunes music store. The contrast is even more striking in the
US. According to Nielsen SoundScan, which collates offline
and online sales theze, whereas sales of classical CDs fell by
15% in 2005, digital downloads of Classical albums, grew by
94%. While this growth is from a small base, it seems to be a
general trend. In 2005 a number of record companies reported
that their share of the download market at 7% was more than
double that of their share of physical sales.

In the wake of this partial revival, the major international
record companies, who had signtifltcantly reduced their com-
mitment to Classical music, have once again returned to the
Classical market (see below).

The current value of the offline Classical market is in con-
trast to the period 1986-1991 when, largely led by the CD
boom, the retail value of the global sales of Classical music
doubled to $2bn to account for 7.3% of 1991's global sound-
carrier sales of $27.5bn, according to international record
industry trade assodation IFPI. The dedine took place despite
a wide range of marketing activities by record companies,
including presenting Classical performers as sexy and/or akin
to rock stars, stretching the definitio of the music — the best
selling Classical albums of 2004 in the UK, according to UK

record industry trade association BPI, induded the soundtrack
to Lord ofThe Rings — The Rerum ofthe King and The VeryBest of
CIassical Chillout Gold — to associating classical performances-
(and a few performers) with hugely popular (sporting) events,
as in the case of the Three Tenors. Although there have been
critidsms of 'dumbing down', all these strategies have had lim-
ited success.

However, offline Classical sales overall continued to falL
Moreover, it has been impossible to adapt such strategies,
which work best on titles featuring a few star performers, to the .
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core symphonic and operatic works of the Classical tradition
which require symphony orchestras and costly and carefully
planned recording schedules in which it only makes sense if
several associated works are scheduled for recording. This issue
of cost was directly addressed by Naxos, which made low cost
recordings and sold them at low cost, and the many labels that
sprung up in its wake. While they found a niche market for
themselves they did not seriously chaHenge the economics of
Classical recording when it came to large orchestras and large
projects.

In response to the continued fall in sales the major intema-
tional record companies began to signiifiicantly cutback on
their Classical recordings. A dramatic example of this was the
dedsion by UMG Classical record label Deutsche Grammo-
phon not to continue with the recording of the Bach cantatas
by conductor John Eliot Gardiner who had planned to tour
and record the cantatas, which would have resulted in some 50
CDs, in 2000-2001. Gardiner, who already ran his own choir
and orchestra, responded by forming his own record company,
SDG, to record the cantatas, the first of which were released in
2005. Paying the performers royalties, as opposed to fees in
advance, and recording live at concerts, which is much cheap-
er that lengthy studio recordings, the recordings are profitable
for aH concerned with sales of around 5,000, which is far lower
than if they had been recorded and released by one of the
majors. Other orchestras have taken a similar approach. Thus,
the London Symphony Orchestra has created LSO Live.

Initially created with the idea of generating supplementary
live revenues — live recordings were initiaHy sold at concerts-
the Internet, where shelf space and stocldng poHdes pose no
problems, has significantly increased the availability and sales
of such recordings. In 2005, 31% of LSO Live's US revenues
came from digital sales. A further mark of the potential the
Internet offers Classical music came in June 2005 when UK
public broadcaster BBC made the complete Beethoven sym-
phonies available for free on its website for two weeks and
there were 1.4m downloads. While record companies com-
plained that the recordings, which were in competition with
their own, were for free, the exerdse demonstrated that there
was a far bigger online market for Classical music than had
been previously thought.

This, and the possibility of making lowest/high-quaHty
recordings, has xenewed the interest of record companies in
Classical music. In June 2005, UK Classical independent
Chandos Records launched a download music store at its web-
site from which it sold CDs. Initially the website had three CD
orders to each download butwithin a year the ratio was reversed
and now there are 8,500 tracks on the website available for
download, the equivalent of around 850 CD albums. Because
the simple price per track introduced by iTunes, which makes
sense for Pop and Rock music, is not applicable to dassical music
Chandos introduced a price by time plan, charging E0.40 ($0.72)
per five minute download or close equivalent. Chandos is cur-
rently in negotiations with other Classical independents to
make their recordings avaQable at its download store.

There are also online websites in the US,.such as
eClassical.corn, Classical.corn and classicalarchives.corn, but
these axe mostly signposts to established online stores, such as
iTunes. As such they have not significantly expanded the
online Classical music marl'et.

That looks set to,change with the recent xnoves by a number
of the majors and other record companies which have sought to
exploit both new and back catalogue material online. UMG has
announced DG Concerts and Decca Concerts, which have been
constructed in partnership with selected orchestras and will
combine digital downloads with traditional CD releases. Starting
with the New York Philharmonic, and the Los Angeles
Philharmonic, UMG plans to release an average of four live con-
cert recordings per orchestra each year for digital downloading
only. In addition, one concert per year, chosen as the highlight
of the season, could be released on CD. The first DG Concerts
release, a recording by the New York Philharmonic of the last
three Mozart symphonies, which retails at $9.99, last week
topped the iTunes US Classical charts and was in the overaH
iTunes Top 50 downloads.

UMG's thxee year agreement with the New York Philharmonic
is indicative of the economics of the new dassical market. As
part of the contract, the members of the Philharmonic receive
royalties rather than the usual flat fee up front. However, in
return the recordings remain the property of the Philharmonic
and are merely licensed to UMG. Because the recordings vriH be
of live performances by the orchestras, UMG will have no stu-
dio session costs, which would normally be between $ 150,000
and $250,000 for such major recordings. After the perform-
ance, the orchestras will provide the record companies with
edited tape of it and UMG will do the mastering, prepare the
material fox downloading, create artwork and liner notes and
handle the promotion of the finished product via the estab-
lished online music stores.

UMG has also moved.to use the Internet to take advantage of
the fact that digital music providers offer extended shelf space,
compared to bricks and mortar retailers, to repertoire that typi-
cally sells slowly over the long term. In 2005, to celebrate the
80th bhthday of Pierre Boulez, UMG made 10 ofhis out-of-print
albums available for download only and produced a special
compilation showcasing him as conductor and composer. Earlier
this month WMG launched its archive of Classical recordings
online. It initially make 300 albums available online and if the
programme is a success plans to nake 25,000 titles available.
Later this year, in what looks set to be a major event in the
Classical market, EM vriH make its entire collection of operas
and redtal programs by Maria Callas available to download.

SmaHer companies are also taking advantage of the new mar-
ket for Classical recordings. Naxos US, which said that in 2005
its digital sales accounted for 8% of its total sales and 'projects
that in 2006 this vriH rise to 13%, is currently seeking to exploit
its repertoire of 85,000 tracks via a growing number of digital
service providers, aH of which are interested in extending their
xeach into the appealing demographics of the Classical music
audience.
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coMMzNrr The two tables on the immediate right on page 7 of-
fer a detailed account of the US recorded music market in recent
years as collated by US record industry association RIAA. The top
table offers a comprehensive accountby format (units and value)
of offline physical sales over the period 2001-2005, and the one
below offers a detailed picture of digital recorded music sales in
2004 and 2005.

The most notable feature of the physical sales table is that in
2005, with the one exception of music DVDs which grew slightly .

by 3% in unit terms (but fell by 1% in value terms), sales of all
recorded music formats fell inboth unit and value terms. The im-
pact ofthe fall was most dearly seen in theperformance ofthe lead-
ing releases of the major International record companies. Whereas
in 2004, according to SoundScan, the Top 100 albums collectively
sold 153.3 units, in 2005 they sold 128.1m units a fall of 16o/o.

While the huge rise (485%, from $ 183.4m to $1.07bn) in to-
tal digital sales did not fully compensate for the fall in offline
sales, growth within the various digital streams was impressive.
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value of mobile recorded music sales (including ringtones,
ringbacks and other artist-related content) reached $422m,
download sales grew to $500m, ofwhich $135.7m (or 27%) was
accounted for by full album downloads, and recorded music sub-
scription revenues was $149m. The 198% increase in album
downloads, at a time when the general view has been that single
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track downloads would cannibahse such sales, is particularly sig-
nificant, suggesting that on the Internet there is a place for both
bundled and unbundled recorded music.
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the company's plans are short or long term

rrzgszcg

Investors rally behind WMG, but some ask whether

WMG reported revenues of $1.04bn for the thxee months end-
ing December 31 2005. This was down 4% from the corre-
sponding period in 2004 and flat when adjusted for foreign
exchange rates and the sale of its sheet music business.
However, for the same period WMG's operating prbfits rose
11% (see faMe on page 9) This performance was similar to that
of Sony BMG which reported a 1% fail in but a rise in oper-
ating profits in the same period(see MSxc 314/2), wMe UMG
reported a 1.7% fall in revenues to $2.04bn and a fall in prof-
its for the period (see MRc 316/5)..

These results follow a lengthy period in which restructuring
and zetrenchement were the norm and valuations of recorded
muisc companies were low. There is a new confidence in some
music and music publishing major players Thus, Vivendi
Universal, the parent company of the world's largest record
company UMG and of a far smaller music publishing opera-
tion, the Universal Music Publishing Group (UMPG), has both
restated its commitment to music as a core activity and has
said that it is actively seeking to increase its music publishing
interests. Others, seem more concerned to take advantage of
the increased valuations placed on music companbies by the
investment community. Thus, German media group
Bertelsmann has let it be known that, in order not to become
a public company, it is considering selling its 50% share in
Sony BMG and its wholly owned music publishing company
BMG Music Publishing (see separate story in Tracking).

In view of the moxe positive valuations that have been
placed on both music publishing and recorded music compa-
nies by analaysts recently, the performance of WMG, which
with EMI is the only pure music company, has been widely
seen as an indication of what the future of zecorded music
sales might be in the digital age. Such views come despite the
fact that, according to international record industry associa-
tion IFPI, the trade value of overall recorded music sales in
2005, including both digital and offline, fell by 5% to $20.8m
(see separate story page 1).

This continued return to profitability — in 2004-2005 it
reported operating profits of $84m — comes at a crucial time for
WMG. In mid-2005, WMG, looked to be in turmoil. Ahead of
its controversial Initial Public Offering (IPO) in May there were
condemnations of executive pay bonuses and the placements
of bonds that in effect meant the original members of the con-
sortium who had bought WMG from Time Warner recouped
their investments at the cost of increasing WMG's debts to ini-
tial investors {see MRc 297/8).

This led to suggestions by several analysts that the new man-
agement team did not see their investment as a long term one
and that their'im was to make their real profits from a
sale/merger with EMI. Evidence put forward for this was that
in addition to general cost-cutting WMG also significantly cut
back its investment in new acts on the recording side and even
more drastically within music publishing. Then in the lead up
to the IPO WMG had a public dispute with Linkin Park, one of
its biggest acts. Finally, the IPO only raised $554.2m, 20% less
than its initial target, and the stock slipped below its offering
price of $16 per share.

The turbulence surrounding WMG continued into the second
half, albeit at a lesser pace. One reason for this was that, in part,
the issues WMG faced were industry wide. In November the
company became the second major international record compa-
ny after Sony/BMG to acknowledge and halt all payola to radio
stations and their employees. New York Attorney General Elliot
Spitzer's investigation of pay-for-airplay between recording com-
panies and radio businesses forced a settlement out of WMG,
induding an Assurance of Discontinuance under which the
company admitted to improper conduct, agreed to fully disclose
all items ofvalue provided to radio stations, and to provide $5m

.

for music education through the Rockefeller Philanthropy
Advisors to New York State. Spitzer's investigation has subse-
quently started to examine the actions of broadcasters and both
he and the US Department ofJustice have started investigations
into the pricing of online music downloads (see MRc 316/2).

WIG's return to profitability Restructuring
WMG's operating profits rose by 11% to $144m, compared to
the same period in 2004. Further confirmation of WMG's prof-
itability was that operating margins of 1.9 percentage points to
13.9% and its operating income before depreciation and amor-
tisation {OIBDA), an indicator commonly used by entertain-
ment companies, rose by 6% to $202m, resulting in a 1.8 per-
centage point increase to an OIBDA margin of 19.3%. The
question raised by WMG's recent success is whether it is tem-
porary and/or aimed at the investment community or the first
stages in a restructuzing of the company that might form the
groundwork of a long-term plan for sustained further growth.

Since becoming president Edgar Bronfman Jr has sought to re-
structure WMG, leaving much of the organisational detail to
Lyor Cohen who has run the US unit of WMG since leaving
Island Def Jam in early 2004. Cohen's re-organisation of the
company has resulted in the departure of Jason Fiom, former-
ly Atlantic Records co-chairman and CEO. He was replaced by
Craig Kallman, who became chairman, while long-time Cohen
associate Julie Greenwald continued'as president. Later Lava
Records, created by Fiom and known for Matchbox 20,'ob
Thomas and more recently The Click Five, was fully absorbed
into Atlantic. In February this year, WM International (WMI)
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chairman and CEO Paul-Rene Albeztini left the company a
month after he was awarded a $4m bonus for his division's
performance and Patrick Vien, formeily an executive with
NBC Universal, was installed as head of WMI. Albertini's
departure was widely seen as being in part the zesult of a dis-
pute with Cohen over James Blunt, who was signed by then-
head of Elektra Sylvia Rhone and dropped from the label
when Rhone left. Blunt was then signed by Atlantic UK,
which was overseen by Albeztini. Blunt subsequently has had
great international and US success, topping the Billboard
charts earlier this month.

While there has clearly been an element of executive rival-
ry behind these recent moves, they also reflect Bronfman's
concern to bring all his executives togeth'er — quite literally
on one floor of WMG's New York headquarters. To this effect
Bronfman relocated Richard Blackstone the newly appointed
head of Warner/Chappell, WMG's music publishing divi-
sion, from California, where histozically it has been based,
to New York to better integrate the actions of the recorded
music and music publishing divisions. Analysts remain
divided as to the virtue of such a monolithic view of man-
agement. While there are clear advantages to having better
communications between the recorded music and music
publishing divisions, to run WMI from New York seems out-
dated. In the past, US recorded music sales accounted for the
majority of recorded music sales of any US-based record
company and hence its interntional division was seen as
subservient to its North American operations and operated
as such. That is no longer the case. In 2005, for example,
when North American sales accounted for 36% of the trade
value of recorded music sales according to IFPI, WMI
accounted for at least 56% of WMG recorded music sales.
Currently no other major runs its international department
from the US.

%MI
The re-location of the headquarters of WMI comes at a time
when WMG's improved profitability comes in great part from
its success outside of the US. As the table on page 10 shows,
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with the exception of the small market of Norway, where its
market share declined marginally, from 119o in 2004 to 10.9%
in 2005, WMG increased its market shares in a large number of
international territories. The best indicator of WMI's success is
the four percentage point increase in. its Euro chart album
share, which covers sales across the whole of Europe, to 18.8%,
and its increased market share in Japan, the second largest
recorded music market in the world, from 4% to 5.5%. Another
mark of WMG's success is that whereas. in 2004 it did not have
a title in the Top 10 selling albums of the world, as reported by
international record industry trade association IFPI, in 2005 it
had three of the Top 10 selling albums, American Idiot by Green
Day (No.5), Confessions on a Dance Floor by Madonna (No. 6)
and Back To Bedlam by James Blunt (No.9).

With the exception ofJames Blunt, WMG's international suc-
cess has been largely based on US repertoire. In many countries
Warner has small domestic rosters. In response to this, in
Australia last year WMG bought Festival Mushroom Records
(FMR), whose artists include Kylie Minogue and Olivia Newton
John, from Rupert Murdoch's News International (see M&c
307/14). In October 2004, WMG had a 14.4% market share in
Australia, according to international record industry association
IFPI. Mvstc R coptrtttoHz calculates that WMG and FMR's com-
bined pro forma market share in 2005 was just over 2(P/o.
Subsequently, WMG Australia has re-launched Mushroom
Records as its imprint for new Australian and New Zealand sign-
ings. The first releases on the label will be recordings by guitar
band Eskimo Joe, Hip Hop acts Butterfingers and Scribe, and
singer Chloe Lattanzi (the daughter of Olivia Newton-John)

As well as increasing its presence and market share in the
offline world internationally, WMI has also been active in the
mobile and online worlds, even attempting to marry the
offline and the online. Using software from Bounce
Technology, the developers of the MyTone software, WMG has
released a CD with selectable ringtone capability in the UK,
Baby by rapper Fabolous. Its integrated software allows buyers
to select any 30-second section of the single to download to
their phones.

WMG has also been actively licensing content for mobile
use in territories around the world. In December, WMG Japan
teamed with KDDI Corporation to offer the industzy's first
mobile music bundle: a package of audio, video, graphic and
text products in a single, downloadable file. Marketed as
WAMO Packs, the files contain videotones, mastertones and
Flash screensavers and menus, as well as bonus material such
as video commentary, cover art and links that allow for the
full customisation of a mobile phone. The first featured artist
in the deal was Sean Paul, with new WAMO Packs for
Japanese singer Ayaka and teen dance group DDD due out
shortly.

In the UK, WMG joined the launch of British Telecom's tel-
evision-over-broadband service with a range of interactive and
onMemand music pzogramming and in the spring of 2005,
Warner signed a global agreement with France Telecom to pro-
vide digital content across a range of platforms. (In the US

Continued on pane ie b
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WMG already offers videos through telecommunication com-
pany Verizon's VCast service, and unlimited video streams to
AOL subscribers through AOLMusic.corn.) Separately, in
September, WMG conduded a deal with MTV Networks for
the use of music videos from WMG artists in original mobile
programming across MTVN's range of branded channels. How
consumers buy and pay for the content is dedded by the car-
rier in each territory and can include both subscription and a
la carte prldng. MTV International's mobile video distribution
deals give it access to more than two-thirds of the world'
video-enabled handsets across Europe, Asia and Latin America,
available to some 670m mobile subscribers outside the US.

NMG in the US
In 2005 WMG and Universal were the only majors to increase
their US market share. According to Nielsen SoundScan, WMG's
album marl'et share rose to 17.3% from 14.7% in 2004, outper-
forming the U.S. industry by almost 5%, while its current album
share, the best measure of success with new product, rose from
13% to 16% (see MRc 312/6). This increase continued into 2006.
WMG's total US album market share rose by over one percent-
age point to 17.7% in the first three months of 2006.

For the first time in a decade, Warner Bros Records was the
leading label in the US in 2005. This was despite having only
one title in the Top 10 selling albums of the year (American
Idiot by Green Day, which sold 3.4m units). However, WMG
had a wide spread of best-selling albums, led by Madonna's
Confessions on a Dance Floor, and Michael Buble's It's Time and
induding Linkin Park and Jay-Z's Mash-up album Collision
Course and A Shnple Plan's Still ¹t Getting Any....

Last year WMG instituted an incubator system through
Asylum to provide proinotional, sales and marl'eting services
to independent music companies. Five urban and three rock
artists have benefited from the programme and all have subse-
quently been signed to WMG labels in joint venture deals.
Four of the releases debuted in the Top 10 on Billboard's Top
200 chart in 2005, including Mike Jones'ho is Mike )ones?
(Warner Bros/Asylum/SwishaHouse) at No.3 in April; Webbie's
Savage Life (Trillville/Asylum) at No.8 in July; Paul WaII's The
People's Champ (SwishaHouse/Asylum Records) at No.l in
September; and Bun B's Trill (Rapalot/Asylum) at No.6 in
October.

Building on this, and the purchase of Ryko (see be10w) which
extended its involvement in the US independent sector, in
April WMG created a new division, the Independent Label
Group (ILG). Consisting of Asylum Records, East West Records,
and the new Cordless Records, WMG has positioned the ILG as
a means securing greater access to the growing number of US
independents that are having greater success than previously
and might feel limited by their current deals. ILG, which is
headed by Todd Moscowitz, the president of WMG's Asylum
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is another example of the realisation by the majors that

one result of their restructuring and cost-cutting, which
inevitably has involved redudng rosters, is that a dose rela-
tionship with the independents, who have not reduced their
rosters to the same extent and who have been generally more .

imaginative in their signings, is essential.
In 2006, WMG had a significant cross-Atlantic success with

Back to Bedlam by UK singerJames Blunt. WMG's share of Rap, .

a genre with which historically the company has had little suc-
cess with, rose 20% in the first three months of 2006, an

. increase of nine percentage points over the same period the
year before, on the back of releases from Notorious B.I.G., D4L,
Trina, Mike Jones and Sean Paul. WMG also scored a major
,coup in March when It's Hard Out Here for a Pimp, a track from
the soundtrack to Hustle 6r Flow, won an Academy Award for
Best Song. That success continued into 2006. Last week, WMG
recording artist T.I. debuted at No. 1 on the Billboard album
chart with his new album, King which had sales of 520,000, the
biggest first week sales in 2006. The album was also No. 1 on
the iTunes, and the Top Ten digital albums charts in the US.
Released on WMG's Atlantic label it meant that Atlantic
ranked as the No. 1 label in the US that week, according to
SoundScan, with a 12% current album market share, almost
double that of the second-ranked label.

This general level of success, which was reflected in WMG's
first quarter results in 2005-2006 (see table on page 9 and MRc
315/5), has changed the attitudes of the investment commu-
nity both to WMG and to the record industry as a whole. Pali
Research, Bank ofAmerica Equity Research and Deutsche Bank,
which previously had been very negative about WMG, all
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recently issued positive briefs on the company, dting its suc-
cess in the offline market and a significant jump in its digital
sales (see below). This newfound investor confidence in the
recorded music industry overall has been bolstered by an accel-
eration in average weekly digital downloads, including bun-
dIed digital album tracks, in the past two quarters compared to
the first three quarters of 2005, and the slowing dedine in
physical sales — down 5.5% in the fiirst quarter of 2006, the low-
est quarterly drop since the third quarter of 2004. More spedf-
ically, WMG's physical sales at present are declining more
slowly than the industry as a whole. In the most recent quar-
ter physical and digital album units overall fell by 6.5%, while
Warner's total album units fell by just 0.3%.

The analysts'iew of WMG
Two other significant factors make WMG particularly attrac-
tive to investors at the moment. The news that Bertelsmann is
seriously considering selling its 50% stake in Sony BMG is seen
by most analysts as de-stalising for Sony BMG and offering
additional opportunities to its competitors. Separately, the
continued speculation about a potential merger of WMG with
EMI that would remove a competitor and provide a wider com-
bined territorial spread for the two companies means that
there is the possibility of even greater profits for investors in
WMG. A mark of this is that, although WMG's share price ini-
tially slipped below the offering price of $16, by early February
it was trading at around $20.

These reasons for investor confidence in WMG are largely to
do with circumstances out of the control of Bronfman and his
key executives. Bronfman has consistently highlighted WMG's
successes is the digital arena, which the company suggests is
greater than that of the other majors. The company's digital
album share in the U.S. is 23n/o, some 6% above its physical
album share. idusrc gr copztucHr estimates that only EMI had a
higher share of digital sales in the US in 2005 than its offline
album market share. The spate of digital distribution
announcements made in the past nine months has bolstered
the perception of WMG's aggressiveness at exploiting its cata-
logue, and has been bozne out by recent results. For the full
year 2005, total digital revenue increased more than four-fold
to $1S7m, with a 73% to 27% split between US and interna-
tional. In the first quarter of 2005-2006, digital revenues were
$69 m, or 7% of total revenues, and up 30o/0 from the fourth .

quarter of2004 — 2005 and 176% from $25m in the same quar-
ter last year. Pali Research forecasts digital revenues for WMG
in 2005 — 2006 of $310m, up 98% from $157m in 2004 — 2005,
representing 9% of revenues this year compared to 5% in 2005.

The digital revolution
WMG reports that roughly 70% of its digital revenue comes
from the US, and that the revenue split between online and
mobile is approximately 50/50. Online makes up a larger por-
tion of domestic digital music in the US, whereas the opposite
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is the case internationally, although the company expects this
distinction to erode over time.

Just as WMG has experimented in the offiine world with its
incubator system (see above), so it has experimented in the
online world. In November WMG launched Cordless
Recordings to release recordings by acts with an established fan
base in a variety of digital fozmats, making use of available
online and mobile technologies. Cordless will make use of
these digital resources to implement innovative marketing pro-
grams to promote its roster of artists. Rather than exdusively
releasing music in the traditional album or single configura-
tion, every few months, the label will release clusters of thzee
or more songs by an artist. In addition, Cordless will have the
ability to draw upon the resources of WMG's major labels on
select releases. Cordless has met with some success: at the end
of February, Cordless artist Dangerous Muse was the Download
of the Week on iTunes UK and new music from Cordless artist
Nozzle was licensed to a forthcoming movie.

Separately, in the UK WMG has launched its own online
music store, warnerclassics.corn, which will eventually offer
its entire Classical music catalogue for download with 50
albums added each week. The same albums will also be made
available to the various online services, such as Apple's iTunes
music store. The launch will be accompanied by a promotion
marking BBC Radio Three's broadcast of Richard Wagner's
Ring Cycle, conducted by Daniel Barenboim on April 17. In
conjunction, there will be four free downloads available from
warnerclassics.corn, one extract from each of the Ring operas.
The promotion will run between April 10 and May 10.

However, while continuing to experiment with the new
opportunities that the online world offers, WMG has been par-,
ticularly concerned to maximize the potential of online sales
from established acts. With this in mind WMG has been very
active in seeldng to increase online sales of its bundled product
— complete albums, often plus additional product - as opposed
to single tracks from albums.

According to Pali Research, whereas in the first quarter of
2005 the percentage of digital tracks downloaded as a part of
the downloading of a digital album was 28o/o, in the first quar-
ter of 2006 this rose to 33%. Bundling is seen as a way to move
beyond single-track sales, and is a way to charge higher rates
for content. WMG says that its premium album bundles,
which contain album-only bonus content including videos,
liner notes, lyrics, bonus tracks, artist interviews, concert tick-
ets and behind-the-scenes footage retail for between 20o/o and
80o/o more than the standard $9.99 digital album. Recent such
titles offered by WMG via iTunes indude releases from
Madonna, James Blunt and Depeche Mode.

Around 75% of the sales of Confessions on a Dance Floor via
iTunes came from album bundle purchases. While such
tracks, called Premium Tracks on the iTunes online music
store, compzise only a very small percentage of iTunes sales
overall, WMG has had significant success in this sector in the
US. It daims an 85% share of such sales via ITunes, compared
to 38% for EMI, 26% for Sony BMG and 14% for UMG in the

Continued on page 12
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period May 2005 to mid-February 2006. In view of the poten-
tiaHy greater profits for all concerned, WMG has had discus-
sions with a wide range of online and mobile operators and
distributors as to how they could increase the percentage of
bundled rather than unbundled product they offer con-
sumers.

At the same time the company has been very aggressive in
using online and mobile media to generate offiine sales. The
classic example of this is Madonna's Confessions on a Dance
Floor, which was primarily marketed via rlngtone, streaming,
making the single available early to those who pre-ordered the
digital album and offered as a zich bundle, rather than via the
traditional radio promotion method. The result, despite little
advance radio play, was Madonna's biggest album in recent
years, seling over 7m worldwide and generating a minimum of
$ 100m for WMG.

WMG has also been active in the US mobile maxket. In
January it agreed a deal to make a range of master recordings
available as xingtones for about $ 1.50 with Skype, the free VolP
(Voice over Internet Protocol) technology that currently has
over 74m registered users. Undex the deal, the first selected
axtist at Skype's newly opened online retail store, which
includes a featured axtist section and links to artist-branded
websites, was Madonna. Master xingtones of Hung Up, Push and
Sorry as weH as catalogue bits such as Like a Virgin and Vogue are
aH on sale at the store.

Short or long termT
Licensing deals xequire little investment from WMG beyond
making its catalogue available. However, thexe is growing evi-
dence that, after a period serious cost-cutting, WMG is starting
to invest in new acts and repertoire sources. This suggests that
the management ofWMG is looldng to long term profits rather
than short term ones. The company daims that it has contin-
ued to make significant investment in ARR, pointing to the
success of its Atlantic label as an example of that. It notes that
its US revenues from the label rose more than 50% in the last
three months of 2004 — 2005 over the comparable quarter last
year when it had more than double the artist releases in the
fourth quarter 2004 — 20Q5, with a third of the increase com-
ing from new artists.

Separately, earHer this month WMG announced that it had
signed a definitive agreement to acquire Ryko Corporation, an
independent, integrated xnusic and entertainment company
from an investment group led byJP Margan Partners for $67.5m
(see MRc 317/14). Ryko, which Music 8x copvaiaixx calculates had
revenues of around $80m in 2005, owns a catalogue of more
than 1,000 titles of Rock, Folk, Jazz, World, Blues and Alternative
albums. It also operates as an independent distribution compa-
ny. The incorporation of this will inevitably reduce the costs of
WMG's own independent distribution company ADA.

CORPORATE REPORT

The purchase of Ryko, like that of FRM, suggests that the
restructuring period at WMG is over and that the company is
starting on a cost-consdous process of expansion. However, it
remains to be seen whether that expansionist scenario will
extend to WMG's music publishing division Warner Chappefi,
the second largest music publisher in the world after EMI
Music publishing, and which since Bronfman's takeover of

- WMG has been the subject of the greatest cost reductions.

MUslc Pobllshlng
Warner ChappeH generated $607m in revenue in 2005, up 1%'ear-on-year.The sale of the sheet music business in May
brought in an extra $35m fox 2005, and $49m for 2004.
Excluding these amounts from both . periods, Warner
Chappefi's revenue's grew P/o in 2004-2005. One reason for the
growth was that WMG severely curtailed Warner Chappell's
investment in new wxiters and catalogues„a fact that in later
yeaxs could have a serious impact on Warner CbappeH's rev-
enues. Executive changes have also been a recent feature at,
Warnex Chappe'll. Richard Blackstone became chairman and
CEO in May, taking over from Les Bider. Waxner Chappefi sub-
sequently announced in Febxuary that president Rick
Shoemakex, who bad worked dosely with BMer, was also leaving
tbe company.

Digital revenues from music publishing accounted for 30/o

of the total, or $20m, in 2004 — 2005. Synchxonisations were
up an the year following increased film, advertisement and
video game revenues, as well as increasing sales of DVDs. For
the most part these gains were offset by declines in mechan-
ical and performance revenues, which WMG notes refiect
declines across the industry as a whole. At the same time
WMG says that the period of cost cutting at Warner ChappeH
is over and its investment in new writers has increased.
However, the performance of Warner ChappeH in'2004—
2005 suggests that cost concerns were paramount. Operating
income increased 11% to $82m an a 1% increase in sales to
$6Q7m, yielding an operating margin of 13.5%, up 1.2% year-
on-year. Music publishing OIBDA was $ 141m, down 2% from
$ 144m the year before, leading to a margin dedine of 0.7%
to 23.2%. More indicative of the increased investment prom-
ised to Warner ChappeH was the fact that in the first quarter
of 2005 — 2006, Warner ChappeH's operating profits fell by
400/0. An example of Warner Chappefi's renewed committ-
ment to investing was the deal it struck last week when it
extended its publishing agreement with with George
Michael. Under the agreement, Warner Chappefi wiH admin-
ister the rights to Michael's catalogue of songs, including
those written for Wham!, worldwide. Previously, Warner
ChappeH, which has administered the rights to Michael's
catalogue since 1982, did not represent him in the UK and
Ireland.

Warner Chappefi signed the publishing rights for several
WMG label artists in 2005, induding T.I, Mike Jones, Paul Wall,
Germany's Nena, and the UK's Paolo Limiti. It also renewed or
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expanded deals with artists induding Dx. Dxe, Staind, A Simple
Plan, the Strokes, Joey Ramone and the late Lou Rawls. In 2005
Warner Chappell signed a worldwide administration deal with
Lucas Arts, which controls the musical copyrights for the Indiana
Jones films. Other 'agreements include a deal with Nashville
songwriters Tim Nichols and Connie Hamngton (This Music).
Warner Chappell's biggest publishing successes of the year were
compositions associated with Green Day, Madonna, Tim
McGraw ( whose Live Like You Were Dyingwon every major coun-
try music song award), the Urban hits Pon de Replay by Rihanna
and 1,2 Step by Ciara, and Kelly Clarkson's Breakaway. Among its
roster of writers, Warner Chappell's John Rich achieved success
with Gretchen Wilson's All Jacked I/p, Faith Hill's Mississippi Girl,
and Big 8r Rich's Comin'o Your City, while John Shanks wrote
Ashlee Simpson's La La and Boyfriend, Bon Jovi's Have a Nice Day,

and Keith Urban's BetterHalf.
Internationally, Warner Chappell announced a major Chinese

deal last year under which it now exdusively supplies repertoire
for dramas and soap operas on state-owned television network
CCTV, which includes some of the most widely watched pro-
gramming in the country and as such is a generator ofbit songs.
Beijing-based online talent agency Music365.corn.cn is a partner
in the deal, and will farm out singers and songwriters for all
music used in the CCTV shows.

Until very recently, analysts took the view that Edgar
Bronfman's WMG was created to be either sold or merged with
EMI or simply pillaged. That now seems less likely. But the
question still remains as to preceisely what WMG's new man-
agement has in mind, beyond the simple hope of benefitting
from the digital age.

German authors'ociety GEMA reports a 6% rise in

collections and and distributions in 2005
German authors'ociety GEMA, which collects xoyalties from
both the performing and mechanical right and is the world's
largest collection sodety in terms of xevenues„has repoxted
that in 2005 it collected e852m ($1.04bn) in xoyalties, an
increase of 5.7% on 2004. This follows a 1% fall in 2004 to
8813.6m ($914.2m) (see Msrc 298/10).

The amount available fox distribution to GEMA's members
and affiliates also xose, by 6% to e732m ($893m). However,
although the sodety's costs rose, by 1% to e120m ($147m),
GEMA's costs as a percentage of collections feII, from 14.4% in
2004 to 14.1% (see table below). GEMA noted there was growth
in all its xoyalty streams but that the prime reason for its 2005
growth was non-recurring payments of e30m ($35.6m).
Exduding this GEMA's collection at 6822m ($1bn) represented
a 2% increase on 2004's collections.

The major part of the one-off payment made to GEMA was
money placed in an escrow account by German record compa-
nies when they sought a reduction in the mechanical rate. Last
April the society won a key ruling on the local mechanical rate,
on behalf of all its members. The Arbitration Board of the
German Patents and Trademarks Office rejected the rate of
6.57% proposed by local IFPI affiliate BVP (see Mac 296/1). The
BVP decided not to appeal against the Arbitration Panel's deci-
sion and accordingly released the amount placed in an escrow
account that represented the difference between the rate they
proposed and the existing rate. GEMA noted that this payment
meant that its audio-visual mechanical royalties rose by 15.9%,
or 832.5m ($39.6m), but that if the phono-mechanical ele-
ment of that payment is exduded GEMA's phono-mechanical
collections actually fell by 0.5% to F104.8m ($127.8m). While
mechanical collections reflect the physical sales of the previous
three months, the 0.5% faH in GEMA's phono-mechanicals

generally parallels the pexformance of the German record mar-
ket in 2005, which was flat (seepage 6).

At 3% of the txade value of the Gexman recorded music max-
ket, digital sales remain Iow in Germany, particularly onfine
sales. This is reflected in GEMA's online royalty collections,
which were e1.4m ($ 1.7m). GEMA's collection from ringtones,
although higher at ~4.1m ($5m), were also comparatively low.
It seems likely that these amounts will rise iu 2006, paxticular-
ly after the appeal by the BVP against the tariffs proposed by
GEMA on the basis that tbe existing agxeements between
record companies and GEMA already induded the use of music
online and xingtone melodies, was rejected by the Arbitration
Board of the German. Patents and Trademarks Office in
February.

At the time of the announcement of its results GEMA high-
lighted its concern that as part the planned amendment of the
Gerinan copyright act it felt that the government was paying
to much attention to hardware and manufacturing companies
who were lobbying for significant reductions in and restruc-
turing of the existing private copying levies.
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Record indust
THERE HAS SEEN widespread press specu-
lation that German media group
Bertelsmann is considering disposing of
its music interests, BMG Music
Publishing (BMG MP), and its 50%
share in Sony BMG. The reason put for-
ward is that the privately held company
wants to avoid going public by buying
the 25.1% held in it by Groupe
Bruxelles Lambert (GBL), which has said
it plans to take GBL, and therefore
Berrteslmann, public. GBL is valued at
around $6bn. Sony has the Qrst option
on buying Bextelsmann's stake in Sony
BMG, which is valued at around
$1.4bn, but analysts think it unlikely
that Sony would want to expand its
music intexests. Similarly, after the
restructuring and cost cutting at Sony
BMG, which last year was in excess of
$300m, Bertelsmann's stake in Sony

, BMG might look less appealing to ven-
tuxe capital groups. A further problem
would be that pulling out of the joint
venture would be extremely comylex.'ar simpler and more appealing to
investors would be selling BMG MP,
which has been valued at around $1bn
and has already attracted significant
interest. However, such a sale would on
its own not raise enough money.
Moreover, whexeas Sony BMG has been
a source of organisational and finandal
problems fox Bertelsmann, BMG MP is
widely seen as a valuable asset.

WMG UK ACT Gnarls BarMey made music
history last week when its debut single
Crazy topped the UK singles chart on
download sales alone. FoHowing a
recently-activated rule allowing down-
load sales to count towards the main
combined singles chart the week before
physical release, Gnarls Barkley, which
comprise former Goodie Mob member
Cee Lo and Gorillaz producer Danger
Mouse, were the first to reach No 1

ahead of a CD release.

UK-BASED ZEST GROUP, which specialises

in the acquisition of music publishing
catalogues, has bought independent
Reggae record company and music pub-
lisher Greensleeves Records for 63mil-
lion ($5.2m) plus 6250,000 ($434,000)
of shares in the Zest Group.

OPTICAL DISC REPLICATOR Sonopress,
which is owned by Bertelsmann, has
opened a CD and DVD plant in Russia
with a capadty of 13m CDs and 11m
DVDs in 2006.

Le l

LAST MONTH, Germany passed its .

strictest law yet on file-sharing. The law,
which takes effect Januaxy 1, 2007, cate-
gorises the act of downloading copy-
righted music or movies without per-
mission as a felony, Those convicted
could face up to two years in jail, and
five years if the act is committed fox
commexdal purposes.

US INDEPENDENT TSR RECORDS last
month filed a lawsuit against WMG
over payola allegations. The action is a
companion suit to the one filed by TSR
against Sony BMG in October three
months after the major international
record comyany settled a payola investi-
gation with New York State attorney
general Eliot Spitzer. WMG settled a
similar investigation last December. The
suit, which alleges antitrust violations
and interference with the company's
potential business profits, follows two
similar complaints filed last week in the
US District Court in Los Angeles by the
same lawyers, for New Jersey-based
Radikal Records. All the suits daim that
the majors kept independent record
company artists off radio airwaves to
exclusively promote their own artists.

THE US ATTORNEY'S OFFICE for the
Northern District of California on
Monday announced two guilty pleas
resulting from Operation Remaster, an
undercover law enforcement operation
in Northern California targeting the
large-scale suppliers of pirated copy-

righted music, software, and movies. In
October 2005, raids on 13 locations in
California and Texas resulted in the
seizure of moxe than 0.5m CDs, 1 mil-
lion CD inserts, and more than 5,500
stampers, the metal discs used to press
multiple CD copies. Some 85% of the
counterfeit CDs seized in these opera-
tions were of the Latin genre.

US ARTIST Jayceon 'The Game'aylor
has filed a lawsuit against Koch
Entertainment and related companies.
He daims 81 copyright infringements
for releasing five CDs and a DVD with-
out securing licenses for his composi-
tions. The basis of the complaint is that,
before the release of his 2005 multi-
platinum debut album The Documentary,
Taylor recorded a number of songs with
Joseph Tom, a.k.a. JT the Bigga Figga,
and his Get Low Recordz in 2001 and
signed an agreement giving Tom and
his company the right to release the
xecordings, pxovided Taylor was paid
50% of all gross profits. The suit daims
Tom did not honour this agreement
and did not assign Taylor's 50% copy-
right interest in the sound recordings
for his performances as the lead singer
or any coyyright interest in the compo-
sitions for his words or lyrics.
Furthermore, Taylor alleges that Koch,
which released the CDs and DVDs
thxough its FastBfe Records, did not
secure rights or licenses from him; he
has not received any compensation for
those releases. The suit asks the federal-
District Court in Los Angeles for an
injunction against Koch and damages
for felease of The Game: Untold Story,
The Game Unfold Story Vol. II, Tlie Game:
Untold Story Chopped and Screwed, The
Game: Untold Story Chopped and Screwed
Vol. IE and The Game: Untold Story Special
Addition (CD and DVD).

Music publishing
THE HARRY FOX AGENCY (HFA), the US
mechanical licensing organisation,
which represents over 28,000 music

ISSUE 31&i APRIL 12, 20&&



publishers, and offers nearly 1.5m songs
for mechanical licensing in the US, and
6 Columbia'House, the largest direct-to-
customer distributor of music and
movies in the US, have concluded a
licensing arrangement regarding
mechanical rights for record clubs.
Music publishers affiliated with HFA
will have the option of making their
catalogues available to BMG Columbia
House for licensing at 75% of the statu-
tory rate. This agreement will remain in
effect for four years, with automatic
annual extensions. BMG Columbia
House will use HFA's suite of online
licensing tools fox their licensing activi-
ty. The current statutory rate is 9.1 c yer
copy for compositions five minutes or
less in duration and 1.75c per minute,
rounded up, for compositions over five
minutes. The 75% rate is 6.8250 and
1,3125@, respectively. These license
terms for HFA publishers will supersede
any Rcensing texms to which the paxties
agxee in the settlement of the class
action suit known as the Oxy case (see
Mac 299/1). The settlement has been
appxoved yreliminarily by the court.
HFA was not a party in that suit, but
objected to the initial settlement terms.
These issues have been addressed in the
revised settlement agreement between
the plaintiffs and BMG Columbia
House.

Onl,ine

PAYPAL EUROPE, which provides secure
payment systems for online purchases,
projects that paid downloads wIH grow
ten-fold by 2010 in Europe and account
for some 15% of the overall recorded
music market and that over the period
2006-2010 download sales will be worth
$656.7m. PayPal also estimates that the
average British consumer will download
25 tracks and spend 615 ($42.1) on
music downloads by 2010. Separately,
PayPal predicts that in Europe mobile-
based music will be worth $346m by
2010. 0

ILLEGAL MUSIC DOWNLOADING is continu-
ing to grow in the UK according to
research consultancy XTN Data. A
March survey of 1,000 UK music con-
sumers found that 28% admitted to
downloading music without paying.
XTN Data reported 25% were down-
loading illegally in September last year.
Separately, XTN Data reported that
iTunes was the most popular commer-
cial download service with a 44% mar-
ket share while quasi-legal site
AIIOMP3.corn took second place with
14% of the market. Napster was third
with an 8% share and Wippit was
fourth with 6/0, while MyCokeMusic
and Tesco had marginal maxket shares.

FORRESTER RESEARCH predicts that in
Europe, although physical recoxded
music sales will fall by 30% over the
next five years, digital revenues will
multiply tenfold to 8 3.9bn ($4.7bn) a
year. It also forecasts that in 2011 over-
all recorded music xeyenues will xise
from e 9.5bn ($ 11.45bn) to 6 11bn
($13.26bn).

US INDEPENDENT TVT has signed an
agreement with Advanced Technology
Industries (ATI) to make its entire cata-

. logue available through ATI's Qtxax
legal peer-to-peer (P2P) music service.
The soon-to-be-launched Otrax service
will allow users to fxeely share and
download authorised content. However,

'ach music file will indude a targeted
advertisement in order to generate xoy-
alties for music providers. The Qtrax
P2P network uses Audible Magic's con-
tent filtering technology to prevent
users from sharing unauthorised con-
tent.

KOREAN P2P SERVICE PROVIDER Soribada
has started to charge users for music
downloads. The move is part of its
attempt to establish a paid service after
losing a legal appeal against the Korea
Music Producers'ssociation (KMPA)
last November. The rates which have
been set by Soxibada and the KMPA are
500 won ($0.51) for digital rights man-

agement (DRM) protected downloads,
700 won ($0.71) for DRM-free tracks
and $0.25 for poor sound-quality down-
Ioads. Soribada, which one of several
Korean P2P networks in discussions
with KMPA, says it will use acoustic fin-
gerprinting to track the use copyrights.

Mobile
MOBILE OPERATOR Hutchison 3G UK,
commonly known as 3, has reported its
one-millionth, over-the-air (OTA)
mobile music download. Separately, 36
said it was selling over 200,000 tracks
yer month, which meant that it had
more than a 50% of the British, OTA
market in 2006, according to the
Offidal Charts Company.

US.BASED research company ABI
Reseaxch foxecasts that global revenues
from over-the-air (OTA), full-txack
mobile music downloads wIII increase
from $12.4m in 2004 to $9.3bn in
2011.

US WIRELESS OPERATOR SPRINT reports
that it has distributed over 2m Sprint
over-the-air (OTA) download in the US
since it launched its service last
October. While around 20% of those
mere promotional giveaways, Sprint said
that the practice was discontinued on
Januaxy 14. The Sprint Music Store cur-
rently offers 400,000 songs from all four
major labels, and each track costs $2.50.

FRENCH MOBILE MUSIC COMPANY

Musiwave has reported that 1m full-
Iength mobile music tracks have been
downloaded through the 22 mobile
music services using its Music on
Demand Service (MODS), which allows
usexs to download DRM-protected
tracks directly to 2.56 and 3G mobile
devices. Musiwave also announced the
launch of Smart Radio, a streaming
mobile music service for Java-enabled
handsets.

IPOD OWNERS are twice as likely to use
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music and video applications ori their
phones as average mobile subscribers,
according to US-based research body
M:Metrics. According to M:Metrics, iPod
owners only account for 14.4% of aQ mobile
phone users, but represent nearly 300/0 of
those who listen to music and watch videos
on their mobile devices. The report notes
that iPods and mobile music services could
co-exist, just as camera-ready phones co-exist
with stand-alone digital cameras .

Broadcastin
JAPANESE BROADCASTER Nippon Broadcasting
has launched a free streaming service over
the Internet in April. The service, which will
offer a number of music-oriented programs
and will be available at the company's web-
site daily from 9am to 9pm, will be the
nation's largest online music programming
service by a major radio broadcaster. Some
130 recordings will be available daily, which
users can stream but not download the tunes
to personal computers and other devices.
Nippon Broadcasting has obtained licences
for the use of music from eight record com-.
panies, induding Sony Music Entertainment
Qapan), Toshiba-EMI and Pony Canyon,
under which it will pay fees for the use of
their recordings in its programmes.

Retail
US-BASED books and entertainment retaiIer
Borders Group will open its Ilrst store in the
Republic of Ireland this autumn. The store,
which will be in Dublin, will feature a selec-
tion of approximately 200,000 books, music
CDs, periodicals and DVDs. It will also
include a Paperchase-branded gift and sta-
tionery outlet and a Stazbucks Coffee shop.
Borders currently operates 36 superstores in
city centres and 33 small format high street
and airport bookshops in the UK.

US.BASED entertainment company Trans

World Entertainment (TWE) has bought a
controlling interest in Mix Sz Bum, which
offers a range of kiosk-based digital music .

options, including the ability to create digital
playlists and bum them onto CDs. The deal
follows an earlier kiosk agreement between
Tower Records and TouchMedia, which last
month started installing 330 digital media
stations throughout 89 Tower stores in the
US. The TouchMedia technology has been
integrated into existing CD listening sta-
tions, offering interactive touch screen media
discovery, preview capabilities, and the abili-
ty to port promotional music to portable
storage devices.

Consumer electronics
US-BASED toymaker Fisher-Price, a subsidiary
of Mattel, is to launch a MP3 player and
music download service. The Kid-Tough
FP3Player will come pre-loaded with six
songs and two spoken word stories.
Minneapolis-based Digital River will build
and manage the new download service,
which is scheduled to launch during the
summer of this year.

'OREAN MANUFACTURER Samsung has
launched a new music phone. The SPH-
S4300 is tiny but has a capacity of IGB. The
swivel-style device resembles a small, MP3
player when closed, including external con-
trols and a 2-inch screen. A quick slide
exposes a phone keypad, which is discretely
tucked underneath the mini player. Other
capabilities include an FM radio, a video
player, 1.3 megapixel camera and an external
sound recorder.

SONY HAS ANNOUNCED a new range of
portable music player additions. The flash-
based players will come in three storage lev-.
els, 512MB, IGB, and 2GB, and support MP3,
ATRAC and unsecured WMA formats, with
the 512MB and IGB players also offering an
optional Hvf tuner. The players will be
released in Europe later this month.
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MUslc Sc coPYRIGHT now regularly includes music DVD videos and vldeocasseites in its vafue
figures. The phrase recorded music indicates that both audio and video sales are included,
while soundcarrier refers only to audio safes. All dollar figures are US dollars and historical
conversions in both text and tables are calculated at the average US dollar rate as published
by the IMF for the year ln question. Where relevant, Music & coPYRIGHT publishes both local
currency and US dollar values and shows the percentage changes in both in order to give a better
sense of the performance of a company or market. All US dollar conversions in this
issue, except where noted otherwise, are at close of business on March 24, 2006.
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